AD-A146 579  HEALTH CARE IN THE WILITARY FFASIBILITY AND
DESIRABILITY OF A HEALTH ENROLLMENT SYSTEM{U) RAND CORP
SANTA MONICA CA C F PHELPS ET AL. JUN 84

UNCLASSIFIED RAND/R-3145-HA MDA903-84-C-0131 F/G 6/%




A s g T W T T S RS T TR 5 S s e Tt e

5
v,
!
;
: : .:l'.
§ ; 5
. g .

§ :

¥ .

i

: )

H

t

}

: ; '
-
. K '

ke T i T

AR




Health Care in
the Military

Feasibility and Desirabilityofa _-
Health Enroliment System

AD-A146 579

Charles E. Phelps, Susan D. Hosek,
Joan L. Buchanan, Adele R. Paimer,
Kathieen N. Lohr, Christina Witsberger

;mmnt bas besn approved
| v public release and sale; Ms
| diesthurion o aniietted, R




Bk E ol o L) o

o

The research described in this report was sponsored by the
Office of the Assistant Secretary of Defense/Health Affairs
under Contract MDA903-84-C-0131.

Library of Congress Cataloging in Publication Data
Main entry under title:

Health care in the military.

“Prepared for the Office of the Assistant Secretary of
Defense for Health Affairs.”

“R-3145-HA.”

Includes bibliographies.

1. United States—Armed Forces—Medical care.
2. Retired military personnel—Medical care—United States.
3. Military dependenta—Medical care—United States.
I. Phelps, Charles E. II. Rand Corporation. IIlL. United
States. Office of the Assistant Secretary of Defense
(Health Affairs). [DNLM: 1. Delivery of Health Care—
organization & administration—United States. 2. Insurance,
Health—United States. 3. Military Personnel—
United States. W 275 AA1 H28)
UH223.H36 1984 355.3'456°0973 84-9811
ISBN 0-8330-0573-1

The Rand Publication Series: The Report is the principal
publication documenting and transmitting Rand’s major
research findings and final research results. The Rand Note
reports other outputs of sponsored research for general
distribution. Publications of The Rand Corporation do not
necessarily reflect the opinions or policies of the sponsors of
Rand research.




R-3145-HA

Health Care in
the Milary

Feasibiiity and Desirabiliity of a
Health Enroliment System

Charles E. Pheips, Susan D. Hosek,
Joan L. Buchanan, Adele R. Paimer,
Kathieen N. Lohr, Chiistina Witsberger

June 1984

Prepared for the
Office of the Assistant Secrefary of Defense/
Health Affairs

tr S Pl




PREFACE

This report responds to a Congressional mandate for a study of the
feasibility and desirability of changing the military medical health sys-
tem from its current configuration to a closed-enrollment concept
called a “Health Enrollment System” (HES). Reasons for considering
the change include possible reductions in the cost of military health
care, increases in quality, and an enhanced ability to plan for and
manage peacetime and wartime medical care.

The study was performed within Rand’s Health Sciences Program
under contract with the U.S. Department of Defense, Assistant Secre-
tary for Health Affairs, Office of the Deputy’ Assistant Secretary for
Health Program Evaluation. At The Rand Corporation, the study was
conducted within the Division of National Security Research, D.
Michael Landi, Vice President, under the supervision of Albert P. Wil-
liams, Director of Rand’s Health Sciences Program. Charles E. Phelps
and Susan Hoeek served as co-principal investigators.

The report should be of interest to persons concerned with assessing
the military medical care system, and more generally to those involved
in studying DoD planning and operations.

A brief executive summary precedes the body of the report; a more
extended summary can be found in Sec. L.
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: ¢ Changes in resource management, structure, and
possibly military benefit authorizations would be needed before

care (Secs. I, VI, and VII).
More generally, we conclude that the concept of an HES is not
currently feasible unless changes in DoD organization and function ave
made. The key changes include:

o A replacement budget to provide resources to MTFs automati-




viii

We provide information showing that copayments, limited by catas-
trophic protection for enrollees, could substantially reduce DoD costs
without noticeable effects on the health status of individuals enrolled.

We recommend that if copayments are considered, DoD also con-
sider implementing a health allowance (similar to the current housing
allowance used in DoD) to offset the financial consequences of copay-
ments. Even if a lump-sum offset is provided, the copayment will still
reduce beneficiaries’ use of health care services.

Under an HES, MTFs could enroll a target number beyond which
no new subscribers could enter. All active duty personnel would enroll
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GLOSSARY

BAQ Basic Allowance for Quarters
CAT Computed Axial Tomography
CCu Cardiac Care Unit
CHAMPUS Civilian Health and Medical Program of the Uniformed
Services
DEERS Defense Enrollment Eligibility Registration System
DoD Department of Defense
FEHBP Federal Employees’ Health Benefits Program
HES Health Enrollment System
HMO Health Maintenance Organization
HSUS Health Services Utilization Survey
ICU Intensive Care Unit
IPA Independent Practice Association
MHSS Military Health Services System
MTF Military Treatment Facility
o&M Operations and Maintenance
PPO Preferred Provider Organization
PRISM Provider Requirements Integrated Specialty Model
QA Quality Assurance
RAPS Resource Analysis and Planning System
RM Risk Management
TRIMIS  Tri-Service Medical Information System
TRIPAS TRIMAS Patient Appointment and Scheduling
UCA Uniform Chart of Accounts
UR Utilization Review
USM Uniform Staffing Methodology
VHA Varisble Housing Allowance
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I. INTRODUCTION AND SUMMARY

This report summarizes research conducted by The Rand Corpora-
tion to assess the feasibility and desirability of a Health Enrollment
System (HES) for the Department of Defense (DoD) health care sys-
tems. The report responds to a Congressional requirement to conduct
such a study.

The concept of an HES was proposed as a possible way to improve
efficiency, lower costs, and raise the quality of care (e.g., through better
patient-provider continuity) for beneficiaries of the current military
health care system. However, concerns were raised about the effects of
an HES on recruiting and retention ability of the Services, on peace-
time provision of health care for active duty and nonactive duty per-
sons, and on other missions, suck as readiness training and ability to
mobilise.

THE CURRENT HEALTH CARE SYSTEM IN DOD

their dependents, retiress from the military, their dependents, and sur-
vivors of military personnel under a two-part health system: direct
military care, and civilian care through a separate insurance plan. To
provide the direct care, the Army, Navy, and Air Force operate Mili-
tary Trestment Pacilities (MTPs).! These provide care for all
facilities provide care on a ‘
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Uniformed Services (CHAMPUS). Nonactive duty beneficiaries use
the MTFs for ambulatory care when it is available and when they do
not prefer to use the civilian alternative (through CHAMPUS). The
care may not be available, either because the MTF capability is being
fully used or because it does not exist. The MTF hospital must be
used by inpatients living within a 40 mile radius (catchment ares). If
care is not available, a Certificate of Nonavailability is ssued and the
patient must find civilian hoapital care. (The MTF staff are not
allowed to refer the patient to any specific civilian provider.)

This system currently cares for some 1.6 million active duty persons
and provides at least part of the care for a total of 8.0 million eligible
persons.? Thia aystem of care currently costs the DoD about $5 billion
annually for the MTF system and another $1.2 billion annually for
CHAMPUS payments.? Thus, the average annual cost per eligible par-
ticipant is about $775. This does not represent the total cost of care
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board medical care). At many MTFs, there are further missions of
environmental and occupational health, aerospace and flight medicine,

The Congress required an evaluation of a proposed alternative orga-
nization of patients and MTFs, called the Health Enroliment Symm.

um. Thenon-MTFenrolleuco\ﬂdjoinexi:tingpmidmlppm-

Navy) provide staff to support ongoing military activity (such as ship-
THE PROPOSED HEALTH ENROLLMENT SYSTEM
thurcanoitberﬁomanmorfromanaltemtiveinmnncom-
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e How would an HES affect costs of providing medical care for
active duty and nonactive duty persons?

e How would an HES affact the quality of care delivered?

e How would an HES affect the ability of miilitary medical sys-

To evaluate the feasibility and desirabili
undertaken a variety of studies to assees the f

ISSUES AND METHODS OF ANALYSIS
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We have also undertaken a number of analytic studies using avail-
able data, intended to answer quantitatively, where possible, the ques-
tions raised by the prospect of an HES. These analyses bring data and
‘ results of other available studies to bear on the questions of feasibility
and desirability of an HES in general.

The combination of information gained in our MTF visits, from
analytic studies, and from our past experience with the military, mili-
tary health care, and health policy issues in general provides the basis
for our research, as described in the remaining sections of this report.
the capebility of existing data systems to support an HES conoept.
And they address issues of cost and equity within various groups of
beneficiaries under alternative stauctures of an HES.




same age-sex mix. Finally, since no other measures are available,

current system measures the performance of providers by the numbers
of medical visits, treatments, prescriptions filled, etc., per provider per
month, but takes no account of whether those visits and treatments
were appropriate. And the system does not account for complexity of
activity. For example, each of 12 monthly visits for a controlled dia-

The bealth benefits provided to HES enrollees can be described in
four dimensions:

mm«M(mde




poses an open-ended risk. Since the MTF system imposes Certificate
of Nonavailability on at least some patients, this risk logically faces
every nonactive duty beneficiary.

If DoD moves toward an HES, it will have to choose how to alter
the health benefit (if at all) from this current package. Some possible
changes (e.g., catastrophic protection) would enhance benefits. Others
(e.g., copayments for nonactive duty persons for using the MTFs)
would be viewed as a reduction in benefits. Many of the choices about
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tradeoffs involved in making such a selection require choice by DoD
and include matters beyond the scope of this study. We do provide
evidence on the costs and other consequences of choosing alternstive
copayment plens to assist DoD decisionmakers in their consideration
of this issue. (Sec. VII sununarizses these resuits.)

Catastrophic Protection. The cwrrent combination of MTFs and
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the premium affects decisions about enlistment. We have not studied
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billion more than a plan requiring a per-person annual deductible for
nonactive duty persons of $250.

Costs alone are not the only factor affected by choice of copayments.
We also provide evidence that imposing copayments as discussed above
will lead to only small effects, if any, on the health outcomes of
enrolled individuals. The Rand Health Insurance Experiment showed
that persons enrolled in all copayment plans (25 percent copayment,
individual deductibles, and plans requiring even larger copayments)
showed negligible reductions in health compared with those on the free
plan.

Another major determinant of total HES costs is the level of health
allowance chosen (if any) to offset the financial loss of copayments,
coupled with any insurance premium charged. If the insurance pre-
mium is zero, and the health allowance is $100 per person (a “net pre-
mium” of -$100 per person), then the costs of the HES are about $1.5
billion higher than if the net premium is +$100 per person. Our simu-
lations (Sec. VII) show that DoD should carefully consider the benefits
from reducing a net premium to nonactive duty beneficiaries, because
the cost consequences rapidly add up. We provide tables in Sec. VII
showing the cost consequences of a larger set of such choices.

Thochomofpnmmmandcopaymentstmcummanmemdd

occurs, the benefit payments currently made by that insurance would
vanish, and the medical costs of that care would be paid by the HES.
We have crudely estimated the amount of those private benefit pay-
ments to exceed $0.5 to $1 billion in 1983 (see Sec. III). A new survey
showing the coverage, total premiums, and costs to individuals and
families of private insurance would help DoD design a premium struc-

%r“h“hhm For fusther roy e New-
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how many people are to enroll in the MTFs significantly affects costs,
and the coet consequences of this decision interact with the decision
about copayment levels. These results (again) are shown more fully in
Sec. VII. To show the importance of this decision, consider one case:
If a net premium of zero is charged (no premium, no health allowance),
and the MTF enrollment is set at the low end of a plausible target
range (4 million enrollees), total HES costs are over $1.5 billion higher
than if target enrollment is set at the high end of a plausible range (6
million enrollees). This same enrollment choice changes total HES
costs by leas than $1 billion if copayments are used, demonstrating the
interaction of these two central decisions facing DoD about configura-
tion of an HES.

The Enrollment System

available for civilian federal employees (through the Federal Employ-
ees’ Health Benefits Program—FEHBP) seems appropriate: A “basic”
package, defined in terms of scope of benefits, copayments, and pre-
mium payments, would be offered each nonactive duty person. As
noted, we presume for simplicity that the scope of benefits would
match those now available. We do consider alternative copayment
structures and discuss the consequences of those choices.

As with FEHBP, an HES should offer optional coverage that would
improve upon the basic package. We recommend that the entire incre-
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coverage available to HES enrollees, depending upon where they might
live. But the availability of the basic plan to each enrollee provides the
equality of treatment deemed desirable by DoD.

How Should Enroliment Be Conducted? We studied several enroll-
ment options open to DoD. One important choice determines whether
enroliment is centrally or decentrally administered. At one extreme,
wholly decentralized enrollment places the enroliment activity in the
hands of each MTF commander for all persons in his catchment area.
Under this system, the MTF commander would presumably receive a
single budget for all his eligible population and choose how many to
treat in the MTF and how many to enroll externally. We rejected this
model as requiring too many management changes in DoD, possibly
conflicting with readiness and mobilization goals of the DoD, and as
requiring each MTF command to acquire new skills not now
represented in the system.

A more central enrollment conducted by DoD and the Services
seems better suited to an HES. Economies of scale could be developed,
and the geographic relocation of active duty persons and their families
or retirees would be handled better and easier with a central system.

Another important iesue in enrollment is the extent to which free
choice is offered to the enrolless. At one extreme, each enrcllee would
be told in which plan he would receive care. At the other extreme,
each nonactive duty enrollee would be allowed wholly free choice of
plan. Free choice obviously benefits the enrollees, presumably increas-
ing morale and reducing retention and enlistment problems. However,
a risk arises that free choice would lead to enrollment patterns that
would conflict with other DoD goals, notably providing an appropriate
patient mix for readiness training.!° Based on patient choices shown in
a 1978 survey, voluntary enrollment would not disrupt patient care pat-
terns greatly from those currently found. This implies that patient mix
would not change greatly and hence that readiness training would not
be disrupted. This conclusion is based on a simulation that assumes
no change in premium or copayment structure from those found in the
MTPFs or CHAMPUS. If any salient feature of the benefit peckage is
altered, particularly to make MTF or non-MTF care relatively more
desirable, this enroliment pattern could changs. A demonstration pro-
gram would be particularly important to test the enrollment outcomes
under an altered benefit package.

Voluntary enrollment also offers the possibility that more (or fower)
persons would sesk MTF enroilment than the system could handle.

Wenerally, MTY commanders and staff duscribe surgionl core a8 most impovtent in
maintaining readiness training.
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Excess demand for MTF enrollment could be controlled by assigning
priorities among enrollees and rationing eligibles. However, if too few
persons sought MTF enrollment, alternatives must be found. We dis-
cuss (in Sec. IV) how the health allowance concept could be used,
either alone or together with adjusting premiums charged to nonactive
duty persons, to direct patients toward or away from the MTF as one
potential solution to this issue. By this plan, the amount of health
allowance offered to an individual could vary, depending on whether he
enrolled in the MTF or non-MTF plan. A similar pattern of
allowances is now common for housing allowances, depending on
whether or not the person resides in base housing. An HES demon-
stration could provide important information on the sensitivity of
patient enroliment choices under different health allowance patterns.
We also considered whether voluntary enrollment should be offered

ment system. If individual family members may enroll in different
plans, the complexity of the enroliment process rises, as do the oppor-
tunities for the families to “game” the enrollment system to their par-

How Many MTF Enroliees? In our discussion of the costs of an
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Data Systems. The current data systems of DoD could not support
an HES, but certain changes could be made that would allow DoD to
use these systems effectively. The capabilities of DEERS (Defense
Enrollment Eligibility Registration System), TRIMIS (Tri-Service
Medical Information System), and other systems would have to
expand, and the accuracy and completeness of these systems would
have to be enhanced. Many MTFs do not yet have all of these systems
operational, and successful functioning of an HES would depend upon
widespread functioning of these information systems.

Other Changes. These changes represent the most important that
we have identified in the course of our research to allow an HES to
function. We have also identified additional changes that would allow
an HES to operate more efficiently, although many of these changes
would improve efficiency regardless of whether the HES concept were
adopted or not. Section V details these changes.

| L5This s7udy toncludes
# CONCLUSIONS AND NEXT STEPS

From our research findings, we conclude\that the HES concept is

‘mwmmu feasible given the changes we-disciissq
RN the replacement budget, the reinsurance plan, and

successful completion of appropriate data and information systems. The &fluyg
_=>=We cannot draw final conclusions on the eventual desirability of an
HES. While the incentive structures of an HES and the ability to
; manage the health care system better both offer great promise for
t improvements in cost and quality of care, only a demonstration offers
tbowamitytoobnrnhowoutoomuvuyundordiffomtpmgnm

/ How would patients use medical care under an HES environ-
ment in How would medical practice patterns change (if
- atall)? 4w ("‘)
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protection features, any premiums charged, health allowance levels,
and certification of non-MTF health plans. A demonstration could
include variability in copayment structures to determine whether
copayment has the same effects as observed in the civilian sector.

Each important change in DoD management and organization
requires new activities in DoD and choices about the level of adminis-
tration, the mechanisms of financial control, and the establishment of
plans that provide appropriate financial protection to MTF com-
manders without destroying the desirable features of incentives built
into the HES concept.

Two paths appear open to DoD. The first would proceed with a
demonstration to gather data on important aspects of an HES that
cannot be learned from current data. Section VIII discusses how such
a demonstration might proceed.

An alternative path would begin a phased implementation of the
HES concept without the intermediate step of a demonstration. This
assumes that DoD has decided that the benefits of an HES outweigh
the costs, i.e., the concept is desirable. If so, then the advantages of
proceeding immediately include:

o Less delay will have been introduced before the HES would be
operational.

o Greater assurance is provided that the first phases will accu-
rately represent the effects of a full-scale program.

In particular, a fully implemented HES would require significant
changes in organization and management. The possibility exists that a
demonstration might have to take place without such changes being
fully implemented, loeading to apparent failure of the demonstration.
Even if the demonstration is carefully designed to mimic full imple-
mentation, it can fail if the participants, believing the changes to be
temporary, fail to respond. Therefore, particularly in the context of
large and complex organizations, demonstrations can run the risk of
providing incorrect indications of what a system-wide change might
produce.

Proceeding without a demonstration also raises significant risks, as
noted previously. The very issues that a demonstration could clarify
all pose potentially important sources of difficulty for operating an
HES effectively while allowing the goals of military medicine to be
met. A demonstration appears desirable to reap the full potential of an
HES, but we recognise that organisational complexities might make
the results from a demonstration misleading. As we discuss in Sec.
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II. BENEFICIARY CHOICE PATTERNS UNDER
THE TRADITIONAL MILITARY HEALTH
SERVICES SYSTEM

To assess the probable impact of conversion to an HES, it is neces-
sary to begin with a clear picture of the status quo. Under the tradi-
tional Military Health Services System (MHSS), it has been possible
for individual military beneficiaries to select a mix of sources for health
care and for MTF's to depend on alternative sources to supply services
that lie outside the capability or mission of the MHSS. An HES would
restrict those options and thus in principle might represent a radical
departure from the status quo. But such options can exist in principle
and yet be rarely applied in practice. Whether restricting those
options would have much practical impact is an empirical question—
one addressed in this section using data from the 1978 Health Services
Utilization Survey (HSUS).!

OVERVIEW OF THE FINDINGS

The following summarizes the quantitative results and our interpre-
tations of them:

1. About two-thirds of all military beneficiaries in 1978 exclusively
used a single source of care.

Even if active duty personnel are not counted, exclusive reliance on
a single source was frequent: 60 percent of all nonactive duty benefi-
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3. Crossover users—individuals who obtained care from mixed
sources—accounted for about 30 percent of the 1978 beneficiary popu-
lation (one-third of nonactive duty eligibles).

About balf of these beneficiaries used MTFs for about 50 percent of
their health care and might have used MTFs more if there had not

gram in 1978, MTF case loads would have been 46 percent greater.
However, it is unlikely that all of the crossovers would have voluntarily
chosen MTF enrollment (in the absence of added economic incentives
to do 50). A more reasonable estimate is that voluntary enrollment
under an HES might have increased 1978 MTF service responsibilities
by just 10 to 30 percent.

4. Without increasing ambulatory or inpatient case loads,? MTFs in
1978 could have enrolled all active duty personnel and their dependents
and about 40 percent of all other eligible beneficiaries.

Because most active duty dependents already relied on MTFs for
most health care, giving them priority for MTF enrcoliment would have
only modestly incressed their aggregate utilization of MTF's, even if all
of them chose MTF enrcollment. There would have remained a sub-
stantial number of enrollment siots for retirees, whose case types are
regarded as contributing to MTFs’ training and readiness missions.

5. About three-quarters of the eligible families relied on the same
source of care for all family members.

An HES policy that permitted choice of enrollment but required all
family members to select the same source would have been comfortsble
for the vast majority of families. However, such a policy would inter-
mmmwmmwmmm
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A preliminary model applied to the 1978 HSUS data suggests that
enrollment decisions can be predicted in the aggregate and for individ-
ual MTFs. A demonstration or experimental HES project could refine
and calibrate the model, making it feasible to plan a full-scale HES
and evaluate its cost and utilization impacts.

COMPONENTS OF THE ANALYSIS

The analysis has three components. The first uses unweighted
cross-tabulations to address basic questions about the health care
sources used by military beneficiaries in 1978, how reliant they were on
those sources, and how that reliance varied among Service branches
and eligibility categories.

The second component uses the 1978 HSUS data to illustrate how
more recent survey data could help predict beneficiaries’ enroliment
choices under HES. Details of the preliminary prediction model are
reported in Appendix A.

The third component simulates the enrollment patterns and MTF
case load impacts that might have been obeerved if an HES had been
implemented in 1978.

BASIC FINDINGS FROM TABULATIONS

Do Many Beneficiaries Rely on a Single Source of Care?
Yes. Mostmrvcymdmtnmdmudthntthcyrolyonaunl
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away from the MTF were issued because of an “excess wait for admis-
sion” or to obtain a “type of care not provided”; if the same was true in
1978, perhaps 90 percent or more of the patients who said they rely on
the MTF would have gotten inpatient care there if availability had per-
mitted it. Similarly, the patients who rely on the civilian sector might
have received more of their inpatient care from civilian sources if they
had not needed Certificate of Noneligibility authorisation.

Do Entire Families Cite the Same Usual Source of Care?

Yes. Among the survey’s 2430 multiperson families,® all but 18 per-
cent cited the same usual source for all family members. If we suppose

source. Among children for whom a usual source was cited, we found a
steady decline in the MTF percentage as age rises—and a correspond-
ing increase in the civilian percentage. The children’s age “effect” is

ilestrated in 1. For many children, the transition away from

a this report, wo use the term “household” to mean a sponsor and all of thet
spenser’s dupendents. (However, it is not necessarily trus that all housebold members
wskde Some heussholds contain only ane member: an active duty single, a
sotived s susvivor without dependents. We resseve the term “family” for
mullipessen Notics also thut most data reported in tisis ssction derive from
rhwﬂhumm&-mh&mﬂh

. m-::u. " _ et the
ﬂno““muﬁoxww. (Nearly half the
avtive duty fumilive with s siugle parent (Le., an active duty sponser with children but no
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Fig. 1—Usual source of health care for all dependent children, by age

MTF affiliation anticipates the age at which MTF eligibility ends.
Under current MHSS policy, this transition is feasible for children
without any change in the sources usually used by their pareats and

younger siblings.
%mmymnmmw(u,.manymm@
and tracking), an HES could implement a policy requiring
rether then individual enroliment. mpmmuu
entollment mix only slightly, if at all; MTF enrollment
especially common among active duty houssholds, followed
and then by survivor houssholds. However,
interfore with the natural transition away from MTT affiliation

childron approach the age of noneligibility.
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Does Family Reliance oa the MTF Vary by Branch of Service?
If So, What Might Account for the Differences?

Figures 2a and 2b indicate some differences among Service branches
in the frequency with which all household members cite the MTF as

Active duty fommu» (sponsors excluded)

100

Percentage
8
T

10

Alr Force Army Marines
Servios
[CJ = Other famity response combinstions
. = All famity members cite civilisn source
IR = Al family members cite MTF

ig. 2s—Percentage of active duty families citing different usual
"&’Mhmﬁ.m%m




Nonocthn duty families (spovm included)

100

Air Force Army Marines
Servics
] = Other famiiy response combinations
B = A family members cite civilisn source
I8 - Al tamity members cite MTF

Fig. 2b—Percentage of nonactive duty families citing different usual
source combinations, by sponsor’s status and Service branch




ground. They are somewhat less likely than Air Force households to
rely unanimously on the MTF, and somewhat more likely to rely unan-
imously on civilian providers. For active duty families, MTF reliance
is least common in the Marines and the Navy. However, Marine
nonactive duty households rely on alternative sources much like Army
nonactive duty households, leaving the Navy as the least MTF-reliant
of the branches with respect to nonactive duty households.

We explored the possibility that the lower MTF-reliance rates for
Navy and Marine eligibles might be related to the fact that there are
relatively few Navy MTFs (which serve Marines as well). The
hypothesis was that Navy and Marine eligibles might have to travel
much farther to use an MTF, which might reduce their tendency to
rely on MTF care.

Distance to the MTF is clearly associated with its mention as a
usual source in the survey data overall. This is illustrated in Fig. 3.
For each of four categories for travel time to the MTF, the figure
shows the percentage of eligibles claiming the MTF as their usual
source. The percentages fall as travel time increases.

However, data presented in Appendix A, Tables A.3 and A.4, show
that Navy and Marine active duty households do not live farther from
their MTFs than households in other Service branches, and that Navy
nonactive duty households generally live closer to MTFs than do
nonactive duty households in other Service branches. For nonactive
duty households, travel-time differences do not explain interservice
differences in MTF reliance. For active duty families, travel times
might help explain the high MTF-reliance rates in the Air Force but
would also suggest that the Army—not the Navy or Marines—would
have the lowest MTF-reliance rates. If anything, travel-time
distributions make the relatively low MTF-reliance rates for the Navy
and Marine active duty families even more puzzling.

Weahomudthehypotbuuthattheexplamtxonmghthem
differences among the characteristics of households in different Service
branches. Overall, the survey data suggest that MTF-reliance is more
frequent among households that contain young children. (This could
be explained by the absence of copayments for MTF care, since civilian
HMOs that have low or zero copayments also tend to enroll a high pro-
portion of families with young children.) For example, among active
duty families in all Service branches, the percentage relying unani-
mously on the MTT rises from 76 percent for those without children to
86 percent for those with at least one child.

There are Service branch differences in the composition of families
(e.g., the percentage of active duty families with children is somewhat
lower in the Marine and Navy survey samples), but they are insuffi-
clent to explain much of the difference in MTYF reliance. For example,




< =16 16-30 31-60 > 60
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Fig. 3—Percentage who named MTF as usual source,
by distance to MTF

if we adjust the Navy data to the values they would have if Navy active
duty families were as likely to have children as Air Force active duty
families, the Navy MTF-reliance rate rises only slightly, from 80.9 to
81.7 percent, still well below the 88.7 percent rate for the Air Force.
Furthermore, the enroliment choice analysis presented in Appendix A
suggests that, after taking account of age, travel time, family income,
and characteristics, a smaller fraction of Navy chil-
dren did children in other Service branches.
Thus reliance on MTFs would be less common in the Navy than in
other services no differences in family composition.
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Many Navy MTF officers argue that active duty dependents should
receive first priority for enrollment under an HES because the Navy
has a special obligation to assure dependents’ welfare when the active
duty sponsor is away at sea. The survey data indicate that active duty
sponsors’ absences were about as common in the Army as in the Navy
and Marines—and that active duty dependents whose sponsors are
away from home did not choose to rely more on the MTF. On the con-
trary: Among Naval active duty families that had some ambulatory
visits during 1978, the percentage that used only the MTF was actually
higher among those whose sponsors were present (68 percent vs. 48
percent). Several different examinations of the survey data yielded the
same conclusion: Active duty dependents with absent sponsors, in the
Navy and in all Service branches, have less reliance on the MTF.

We suspect that the 1978 Service branch differences in MTF reli-
ance were caused by differences in availability of MTF health services,
particularly those most heavily used by children. Since 1978, the
availability of MTF resources has changed markedly. With more
recent survey data, we could test the hypothesis that changes in MTF
resources have changed MTF-reliance patterns. If the hypothesis is
correct, we would not expect to observe different MTF enrollment rates
among Service branches under an HES that implements a uniform
MTF resource allocation policy. Being unable to test the hypothesis
with currently available data, however, we are forced to conclude that
Service branches might experience different HES enrollment rates.

Do People Without Visits Have Distinctly Different
Usual Sources of Care?

About 14 percent of the individuals who cited a usual source of care
had no reported visits. The following evidence suggests that, overall,
people without visits are distributed among usual sources much like
people with visits:®

Usual Source of Care (%)
MTT Civilian VA® Other

Individuals with visits & 3 2 3
Individuals without 0 38 2 s
Vetorans Administration.
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Individuals without visits may represent a simple random sample of all
people who have usual sources.

However, people who do not have ambulatory visits during a full
year could include individuals who are especially healthy or especially
reluctant to seek ambulatory care. Such individuals do not impose
much utilization on a source of health care and thus would be advanta-
goous enrollees for providers whose reimbursement is by capitation.
People who do not use much care may also be especially amenable to
changing their usual source in response to the premiums charged for
alternative insurance plans. Only by implementing an HES, perhaps
on a demonstration basis, would it be possible to determine what
enrollment decisions would be among these beneficiaries.

What Sources Are Used by People Who Do Not
Name a Usual Source?

About 12 percent of the individual respondents indicated that they
have no usual source of care. (Remarkably, thie statement was made
by over 17 percent of the active duty sponsors.) An observer might
speculate that these individuals rarely use health care and, when they
do, are especially likely to vary their sources of care from one episode
to another. However, 84 percent of the individuals who reported no
usual source nevertheless reported ambulatory visits during 1978—and
the evidence from these visits (see Appendix A, Table A.5) suggests
that such individuals rely on particular sources of care about the same
way as people who reported a usual source.®

People who did not name a usual source may not feel themselves to
be reliant on a particular source of care—and thus may shift allegiance
easily if financial or other considerations warrant it. However, even
thess individuals often use a source of care exclusively, and we would
not be surprised to find them enrolling with that source under an HES.
That is what we postulate in the simulation reported below; a demon-
stration would provide evidence to support (or refute) these beliefs.

IMPLICATIONS FOR ANALYZING MTF ENROLLMENT
AND CASE LOADS UNDER AN

The findings from the basic tabulations of 1978 HSUS data suggest
that: (a) The survey data yield plausible results without anomalies

*TPhow is ¢ nhw&hpqlu ) . ‘
o usual souses of ease. M inpationt stays avcounted for neurly
14 povvent of o} nenestive duty possens who seperted « wusl soures of care.
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that might suggest major sampling or response biases; (b) military eli-
gibles reveal provider choice patterns not unlike those observed for
civilians (e.g., in terms of response to such factors as travel times); and
(c) the majority of the survey respondents rely on a single source for
most or all of their health care. Even in the absence of an HES and
during a period of severe restrictions on MTF provider availability,
many—though not all—eligibles behaved as though they were enrolled
with a particular source and used the MTF as that source for ambula-
tory as well as inpatient care.

Some changes have undoubtedly occurred since 1978. The eligible
population is larger today, and changes in enlistment and reenlistment
rates may have shifted the population’s composition with respect to
age, sex, family size, and other characteristics. Changes in the availa-
bility of resources (especially providers) at MTFs have probably
increased their ability to provide care to those who seek it. The Bene-
ficiary Health Care Survey currently underway might well show
changes in MTF-reliance rates within eligibility strata as well as
changes in the numbers of eligibles in those strata.

Nonetheless, we anticipate that the new data, like the 1978 survey,
will show that most individuals (and even entire households) tend to
receive the majority of their health care from a single “usual” source—
typically either the MTF or the civilian sector. Though today’s MHSS
eligibles may have different MTF and civilian reliance rates than
1978’s eligibles, we expect reliance on some usual source to remain a
prevalent behavior pattern.

Reliance on a usual source produces utilization patterns much like
those under an enrollment system. Once an individual decides to rely
on a particular provider group, nearly all utilization is directed to that
group. On occasion, the individual might turn to an alternative pro-
vider, or the usual provider might decline treatment. However, this
occurs even in formal enroliment systems (e.g., civilian HMOs); such
systems invariably contain provisions for emergency care and referrals,
and their enrollees occasionally purchase out-of-plan services. An indi-
vidual may change his or her usual source over time, perhape because
of changes in family composition and especially in response to changed
insurance benefits. But again, such changes are also observed in for-
mal enrollment systems during their “open enrollment” periods. For-
mal enrollment would not have much impact on those individuals who
have formed a close informal bond with a particular provider group.

Compared to formal enrollment systems, what distinguishes the
“quasi-enrollment” besed on informal bonds is the existence of a cross-
over population—a group of individuals who frequently mix their
sources of care. These ave the individuals whose response to a formal
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whoee enrollment decisions will most affect MTF case loads and case
mixes under an HES.

At present, the extent to which we can predict HES enrollment and
utilization petterns is limited in two ways: Available data on usual-
source patterns and the size of the crossover population are five years
old. And even current data would reflect current insurance and financ-
ing terms that might be revised under an HES. The first limitation
will soon be eliminated by results from the new survey. The second
limitation could be eliminated using data from an appropriately
designed demonstration program.

Using 1978 data, however, we can illustrate how the analysis would
proceed. The illustration simulates what an HES program might have
done to MTF case loads if the program had been implemented in 1978.

ENROLLMENT SIMULATION

For simulation purposes, we classified individuals according to their
usual sources and levels of demonstrated reliance on them. Details of
the quasi-enrollment classification scheme are described in Appendu
A. Here, we describe the seven major groups used for the simulation.’

The first group consists of all active duty sponsors, who would (with
few exceptions) necessarily enroll with MTFs under an HES. The
remaining six groups are nonactive duty persons only.

Individuals who used only MTF care are designated as “MTF-
reliant.” Throughout the simulation analysis, these individuals are
assumed to enroll with the MTF. Correspondingly, individuals who
used only civilian care are designated as “civilian-reliant” and are
assumed to enroll with civilian providers.

Some individuals who used mixed sources of care named the MTF
as their usual source and are grouped as “MTF-preference crossovers.”
Crossover users who named the civilian sector as their usual source are
designated as “civilian-preference crossovers.”

“Infrequent users”—people without visits who did not name a usual
source—form a separate category because their enrollment decisions
would have little effect on utilization patterns.

Finally, individuals who did not meet the foregoing criteria form the
“all other” group.
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Group Respondents
Active duty 15.6
MTPF-reliant 333
MTF-preference crossovers 169
Civilian-preference crossovers 11
Civilian-reliant 179
Infrequent users 49
All others 48

These quasi-enrollment rates are behavioral outcomes actually
observed under conditions that prevailed in 1978. Such rates are naive
indicators of what HES enrollment decisions might have been even in
that year.

If an HES were to be implemented in the future, a full enroliment
prediction analysis would be highly desirable. The analysis would esti-
mate how provider choices are affected by a patient’s demographic
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also examine outcomes under different enroliment policies, such as
those requiring. whole-family enrollment; a possible outcome is less
than universal enrollment with the usual source among MTF-reliant
and civilian-reliant individuals (contrary to assumption 2). At the end
of this section, we will relax assumption 2 to consider an énrollment
policy that gives MTF priority to active duty dependents.

The simulation does consider alternative assumptions about the
enrollment decisions among crossover eligibles. We simulated effects
on MTF case loads for three alternative enroliment choice scenarios:

1. Universal MTF Enrollment: This simulation sssumes that all

numbers of MTF visits, inpatient stays, and inpatient days are
presented in Appendix A, Table A.9.) Thom?dntapmbcblyundor-
state utilization—especially ambulatory visits.” Survey respondents
may simply have failed to recall some health care obtained during the
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understate the appropriate percentage change in ambulatory case loads.
The other possible explanation is a violation of simulation assumption

effects of recall error and copayment effects should be distinguished to
Based on inpatient data, the simulation results suggest that even
universal MTF enrollment among crossover individuals would have

Table 1
SIMULATED MTFT CASE LOAD EFFECTS OF 1978 HES

Percentage Change in:

MIF . MTF MIF
Simulation Case Visits Inpatient Stays Inpatient Days
1. Universal enroliment +21.9 +42.0 +46.6
2. Preference-based
enrollsent +5.9 ‘ +10.7 +11.2

3. Preference-based and
residual enrollment +14.6 +27.3 +33.7
'SOURCE: Authers' caloulaticas from HSUB davé, weighted for nen-
response and excluding dependent pareants. :
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increased 1978 MTF case loads by less than 50 percent. A reasonable
speculation that presumes less than universal MTF enrollment would
be a 10 to 30 percent increase, resulting from fairly high MTF enroll-
ment among MTF-preference crossovers (and perhaps by the all other
group) but fairly low enrollment among civilian-preference crossovers.
In 1978, when MTF resources were somewhat more restricted than
today, it might have been difficult for MTFs to absorb such an
increase. (As we noted in the discussion of question 1 above, the 1978
MTT usage rates for inpetient care might have been higher if MTF
ity had permitted it.) In 1978, some rationing of MTF utiliza-

i ight have been necessary under an HES.
the simulation does not suggest that the MHSS as a whole
have had to deny MTF enrollment to those voluntarily seeking
it. U an HES, MTFs might have exercised some utilisation con-
trols over visits and inpatient lengths of stay. Such controls could
have applied to MTF-reliant individuals, who were assumed to be MTF
enrollees throughout the simulation and who accounted for a little over
half of the 1978 MTTF case load, as well as to enrolled members of the
crossover groups. According to the simulation data, if nonactive duty
persons reduced visits to the MTF by just 5 percent, the MTFs could
have supplied 15 percent of all the civilian visits generated by crossover
individuals—without any change in MTF ambulatory case loads. A §
perosut reduction in nonactive duty inpatient stays would have allowed
the MHSS system to absorb 9 percent of all civilian stays by crossover
eligibles. In short, even modestly rationing 1978 utilization among
nonactive duty eligibles would have gone a long way to permitting
voluntary enrollment under an HES.  This, together with modest pro-
ductivity increases and modest increases in MTF resources, probably
eould‘hcvomidodexmlivomionin;ofcnmnmtdmmmt
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smaller fraction of their health care was from the MTF than from
other sources. For example, the all other group reported that only 22
percent of their admissions were to the MTF; consequently, when the
simuletion “moves” this group into the MTYF, the MTT case load effect
is substantial—but when the simulstion “moves” the group out of the
MT?P, the case load effect is much smaller. Though recall errors may

300, the aggsugnte plhguicion stadls ot MTTs 1000 30 pesesat ower their 1098
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be a factor, the effect is so substantial that we are inclined to suspect
that the finding is genuine. If s0, it suggests that crossover individuals
in the all other and civilian-preference groups have a fairly strong alle-
giance to the civilian sector and are thus more likely to enroll there
than in the MTF if given a free choice and no added incentives for
MTF enrollment.

In contrast, MTF-preference crossovers used the MTF for about half
their ambulatory and inpatient care. If they did not enroll with the
MTF, the percentage reduction in MTF case loads would be about the
same as the percentage incresse if they did enroll. This group might
actually split between MTF and non-MTF enrcllment if given a choice
unduanHES If so, their enrollment choices would play a major role

Effects of Earcllment Priorities

Some MTTF officers have expressed the view that the military is obli-
gated to give first enrollment priority to active duty dependents if
enrollment rationing is necessary, and that this could result in a loss of
retiree case types that augment the MTFs’ readiness and training mis-
sions. The survey data shed some light on what such an enrollment-
priority system might have done to 1978 MTF case loads.

Table A.11 in Appendix A shows that active duty dependents
represent large proportions of the eligibles in the two groups (MTF-
reliant and MTF-preference crossovers) most likely to yield high MTF
enroliment rates. Even under voluntary enrollment without a priority
m.hi(hpmporﬁonofaﬂemlhumldbommm-

Mmaoodyacﬁnawymmdmw'm
permitted to enroll. In each quasi-emroliment group, the amount of
mmmmmmhwmmmbym
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1978 used non-MTF sources because MTFs could not provide the
appropriate health care services, extensive MTF enrollment among
those groups would have required an HES to obtain specialists,
transfer patients, contract with civilian providers, or otherwise increase
their scope of services.

However, the simulation results suggest that voluntary enrollment
would have had only small effects on the MTF inpatient case mix.
According to the survey data, the civilian-preference and all other
groups together accounted for only 6 percent of the MTF inpatient
cases in 1978, even though the Certificate of Noneligibility program
gave MTFs the option to admit inpatient cases that were judged
advantageous to the military readiness and training missions. Some
advantageous cases might not have been available to MTFs under
HES. But to argue that a large percentage of a particular case type
would have been sacrificed under HES, it would be necessary to argue
that the total number of cases of that type is quite small; if, as we
suspect, voluntary HES would have moved only 2 to 6 percent of MTF
inpatient cases into the civilian sector, the percentage loss within a
case type could be large only if that case type accounts for much less
than 2 to 6 percent of all cases.
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The majority of beneficiaries already rely on a single source of
care and would presumably be satisfied to continue doing so
under an HES that offers enrollment with the beneficiaries’
chosen providers.

To the extent that an HES increases each beneficiary’s option
to obtain all care from the selected source, some beneficiaries
would prefer an HES to the traditional system and would
achieve greater continuity of care.

Voluntary enrollment under an HES would not substantially
alter general MTF case mix patterns. MTFs could experience
diminished access to some case types desirable for readiness
and training purposes, but the effect cannot be large except for
case types that are already rare.

Nearly all active duty dependents who desire MTF enroliment
could be accommodated under a voluntary enroliment system
without an enrollment priority system. A priority system might
be desired by DoD to guarantee that no active duty dependents
are refused MTF enrollment, but use of priorities would not
extensively alter the MTF aggregate enrollment mix under an
HES. .

Nearly all active duty dependents who desire MTF enroliment
could be accommodated under a voluntary enrollment system
without an enrollment priority system. A priority system might
be desired by DoD




III. INSURANCE AND HEALTH BENEFITS
IN AN HES

INTRODUCTION AND OVERVIEW

We have shown how people actually use the MTF and CHAMPUS
systems under current coverage. But an HES would possibly include
changes in benefit structure as well as in other aspects of the medical
care system. In this section, we begin to discuss possible changes in
the benefit package.

A benefit package can vary along several dimensions, each of which
must be specified. These include:

o The scope of benefits (services provided).

e Copayment and catastrophic protection structure.
o Health allowance.

e Other payments (e.g., premiums).

We discuss these in turn.

pital, physician, dental, vision and hearing, mdacutepcychologwal
treatment. The only prominent exclusions include long-term care (not
in the hospital) and cosmetic surgery providing only peychological
benefit to the patient. Additionally, the scope of benefits is limited in
reality by the medical capebilities of the MTF (or more broadly, the

system, when transfers to teaching hospitals are accounted for).
Inthohrpsthocpitub,mbutnotdlhaibkomntnmphnum
undertaken, for example, and patients who could or would not travel to
distant MTFs would find a substantially more curtailed set of services

IAppendiz F lists the coverage and exchmions completely.
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implications for recruiting and retention would be similar in either
case. To avoid injecting this added complexity into our study, we
presume that this scope of benefits would remain unchanged in an
HES. Changing the benefit package (for example) to include dental
care for all eligible beneficiaries would modify our estimated costs and
could affect retention and enlistment activity, but little of the
remainder of our analysis depends upon this assumption.

The scope of benefits described here covers more services for active
duty persons and retirees than for dependents. The differences in
scope of benefit parallel common options available in private sector
insurance plans (e.g., whether dental and vision care are covered).

Discussion of the feasibility and desirability of the HES concept
does not change if DoD chooses a different scope of benefits, and we do
not mean to imply by this choice that we endorse the current package
or any possible alternative.

We envision that the coverage of an MTF will include a basic plan,
identical for all nonactive duty enrollees, with options available in the
non-MTTF plans (at enrollee expense) to upgrade the coverage beyond
the basic plan. For active duty persons, we envision a wider scope of
benefits and nc copayments, and we foresee all active duty persons
within catchment areas receiving care from MTFs. We next outline
this plan more fully.

The Basic Plan

Previous discussions of the HES strongly maintain the view that
benefits available to enrollees in an HES should not vary (within any
beneficiary category) no matter whether the person receives car: from
the MTF or non-MTF sources. Put differently, if active duty depen-
dents make no copayments in the MTF system, the same rule should
hold in the non-MTF system. If copayments are required in the non-
MTT system for retirees, they should be required in the MTF system
as well. Each class of beneficiaries should face equal financial conse-
guences from enrollment. There remains considerable disagreement
among sources we have consulted about the overall place o copay-
ments. In a set of DoD working papers on the HES, one concluded
that acceptable copayments would “not . . . exoeed current CHAMPUS
payments.” Yet another working peaper argued that “the concept of a
user fee is totally unacceptable.” Clearly the possible use of copay-
ments raises many issues, including “fairness,” “equity,” and (more
measurable) efiects on recruitment and retention of active duty person-
nel.
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We presume for this analysis that the HES would make available a
basic plan of coverage for all enrollees. The basic plan—defined in
terms of a scope of benefits and any copayment structure (deductibiles,
copayments, etc.) desired—would be the same for all nonactive duty
persons, whether enrolled in the MTF plan or a non-MTF plan.

For Medicare-eligible participants, we view the plan as continuing,
except that Medicare would replace the basic plan for those not using
the MTF. The extent to which the HES would contribute toward Part
B premiums is a choice DoD must make, balancing off those costs
against the effects (if any) on enlistment and retention of personnel.

Some active duty persons live in areas where they could be served
conveniently by more than one MTF. There may be some reasons for
requiring an active duty person to receive care from an MTF in his
own Service (e.g., the availability of flight medicine specialists in the
Air Force MTFs for their pilots, underwater medicine for naval person-
nel involved in diving, etc.).

Choice of Non-MTF Plans

The next set of decisions that must be made concerns the choice of
non-MTF plans for each catchment area and for regions not within
any catchment area. Here, we follow the model established by the
FEHBP, modified as appropriate for the military. Under the FEHBP,
two nationally uniform plans are made available to every federal
employee (one sponsored by Blue Cross/Blue Shield, the other by
Aetna Life Insurance Company). Further, certain organizations or
agencies sponsor plans, some of which are available nationally, others
only locally. Finally, FEHBP eligibles may also join one of a number
of “Comprehensive Medical Plans,” typically HMOs, which vary by
geographic region. Federally specified minimum standards can apply to
these various plans; several of the plans include extended benefit
“high-option” variants, available at extra cost to both the government
and the enroliee.

We recommend a similar structure of non-MTF packages for enrol-
lees in any prospective HES. Most important is the prospect for
developing optional insurance coverage packages beyond the “besic
plan” of the HES. Clearly, past experience shows that many persons
will choose the higher coverage option. Although the FEHBP
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costs DoD little or nothing and provides a considerable benefit of flexi-
bility in health coverage to enrollees. This “high-option” system would
likely replace the current supplemental insurance purchased by many
enrollees to augment CHAMPUS coverage. Higher payments for
high-option insurance could be offered by DoD, with obvious cost
consequences to DoD and attendant benefits in recruiting and reten-
tion. In our subsequent analysis, we have assumed that only the basic
plan cost is paid by DoD for each enrollee.

As noted previously, many retirees (and some active duty families)
carry third-party insurance through employment groups and other
sources. Such insurance may continue in force even under the HES
(and it can be specified as the first-paying policy by law). Whether
people continue to carry such insurance will depend on the details of
the HES plans and their costs.

If HMOs and other prepayment plans are offered as part of the
non-MTF options, DoD must still decide whether the remaining non-
MTF plans shouid inciude a DoD-sponsored plan alone, private sector
plans alone, or some combination. Relying only on private sector plans
replicates the arrangement for federal employees (FEHBP). As such, a
system is readily available for replication or possibly even for direct
use. Relying upon a DoD-sponsored plan alone would most readily be
accomplished by modifying CHAMPUS activities to match those found
in the FEHBP. CHAMPUS, under this arrangement, would offer more
thmonophnofeovoragetomryenmllu(hllhnndlowophon,for
example). But CHAMPUS already administers multiple plans, since
the coverage and benefits differ for active duty dependents and retirees,

The major issue confronting DoD in this decision seems to be their
willingness to allow the MTFs to face open competition from private
sector insurance plans. DoD can exercise more contral over the entire
mwmmmmmmmmmumof
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SELECTING COPAYMENT AND CATASTROPHIC
PROTECTION FEATURES

Several features enter the decision about what, if any, copayment
structure to include in an HES. One needs to understand the current
coverage provided (both by law and as perceived by the beneficiaries),
and also the consequences for medical care use and health status of
selecting different levels and structures of copayment.

What Is the Current Coverage for Nonactive Duty Persons?

Currently, nonactive duty persons are granted access to the MTF
system on a space-available basis. While the MTFs serve the medical
needs of most active duty dependents and some other nonactive duty
persons, the size of the CHAMPUS expenditure clearly indicates that
considerable medical care to the nonactive duty population is delivered
by civilian doctors, paid by CHAMPUS. While it may be true that
some nonactive duty persons receive all their care under the MTF sys-
tem (and hence at almost no direct cost to the patient except for travel
and waiting time), many others are denied effective access because of
congestion and queuing in the MTFs. In addition, for many nonactive
duty persons living too far from any MTF to receive their care there,
CHAMPUS represents the only effective alternative. Thus, for exam-
ple, retirees living in Oregon, Minnesota, Iowa, Indiana, Vermont,
Weet Virginia, or Wisconsin have no MTFs within their states. In
several other states, including Montana, Idaho, Utah, Nebraska, Michi-
gan, Ohio, Maine, Pennsylvania, and Nevada, the only MTFs available
fall a considerable distance from many population centers. For all
active duty dependents, and all retirees and their dependents living in
these areas, CHAMPUS—not the MTF system—is the relevant stan-
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peatients the notion that such care was available to nonactive duty per-
sons only on a space-available basis. Indeed, past recruiting literature
seems to have supported and stimulated the belief that lifetime free
care would be available for the active duty retiree. (We have not seen
such literature, but numerous anecdotes support its existence.)

For retirees holding such beliefs, a switch to copayments in an HES
represents an issue of fairness. For active duty persons (regarding
their dependents) the beliefs—however accurate or inaccurate they
might be—can affect retention of current personnel.

Because of both the “fairness” issues and the more substantive
issues of recruitment and retention, we will show how the “change of

The Effects of Copayments on Utilization and Health Status
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25 percent of medical costs or 50 percent of
costs, with a maximum out-of-pocket cost of 5, 10, or 15 per-
family incoms, or $1000, whichever was less. Another plan had
deductible (maximum $450 per family) for ambulatory cere only,
hospital care free. This deductible is comparable to $250 to $300
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An important feature of Rand’s insurance plan design was the cata-
strophic stop-loss protection for each family. For all plans requiring
copayments, out-of-pocket payments were abeolutely limited each year.

have $600 per year or $1000 per year, depending upon their
sssigned plan. For a family on the 25 percent copayment plan, these
caps would have required spending (respectively) $2400 or $4000 on
medical care during a given year before insurance reimbursed costs in
full.

This catastrophic protection proved valuable to enrollees, and the
financial protection adds little cost to that of an open-ended copay-

ment plan. For example, on the 25 percent copayment plan, 12 percent

Yet the catastrophic protection cost relatively little: For example, the
25 percent copayment plan eventually paid for 82 percent (rather than
76 percent) of all medical costs of those enrollees. The

feature added roughly 10 percent to the overall insurance plan cost.




States. (The upper & percent of the income distribution was excluded
from the study.) The experiment was conducted in six areas of the
country providing broad regional, urban/rural, and population variabil-
ity. Although the study did not include military personnel, we believe

(1961) and are duplicated in Table 2.
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Table 2
ESTIMATED EFFECTS OF COPAYMENTS ON UTILIZATION

% Reduction in Expenditure
Compared with Full Coverage

Total Ambulatory Hospital

Insurance Plan Outlay Care Care
25 percent copayment 19 20 20
50 percent copayment 33 35 29
Income-related family
deductiblea 31 39 25
$150 individual
deductibleb 23 25 12

SOURCE: Newhouse et al. (1981), Tables 3, 9.

aAverage of effects for plans with deduct-
ibles of 5 percent, 10 percent, or 15 percent of
income, each of which also contained a maximum
$1000 limit.

bFor ambulatory services only.

These results show that the DoD would face considerably different
m,hnlitthfwmubhd:ﬁumnmwthmmmm

Because the HES concept channels people to a single source of care,
it ssome innately desirsble that a given class of bemeficiaries face the
samme finamcial consequences (or st Jeast have the opportunity to reash
that position) whether they are surolied in the MTYT or an slternative
source of oase. This form of equity can rendily be achiowed within the
HES as we diseuss it. If copayments: e % be smployed in the basic
poshage, they would be enpleyed ia the MTF, aad ocon-
versely. In ous concepiusiisstion of the wea-MTP parts of the eystem,
m-.m#*“uh“hﬁb
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that any improvement in coverage beyond the basic plan would be
financed wholly by the enrollee, with the same cost (if any) to the
enrollee no matter whether in the MTF or elsewhere. Thus, a person
might actually enroll, for example, in an HMO with no copayments,
but any added cost of that system above the basic MTF or non-MTF
plan would be borne entirely by the enrollee.
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THE HEALTH ALLOWANCE

Capping out-of-pocket expenditures may not provide sufficient limits
to expenses to avoid considerable upeet and attendant retention and
recruiting consequences. For this reason, we believe that any con-
sideration of a copayment feature should also include consideration of
an offsetting “health allowance,” analogous to the housing allowance
now common in the military.

With housing allowances, individuals receive money for housing
costs and then may also rent base housing from DoD. The amount of
allowance can differ depending upon whether the person lives on base
or off and can vary by location.

Using a health allowance to offset copayments could serve the same
functions. First, it should be clear that with a catastrophic cap included
in any copayment plan, it is possible to design a copayment/
catastrophic cap plan wherein each enrollee is guaranteed to be no
worse off financially than he is under the current system. For exam-
ple, if the catastrophic cap is set at $1000 and the health allowance is
$1000 above any premium charged, then the family will clearly be no
worse off and likely considerably better off financially than they are
today.

It is probably not desirable for the DoD to offset fully any costs of
copayments, but that is a managsment decision that should be made by
DoD after further analysis and possibly after gathering data in
demonstration sites for an HES. (Our simulation of costs in Sec. VII
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this sort of financial arrangement; those at risk for $500 received a
$500 annual payment, independent of their health care use. Those at
risk for $1000 received $1000 annually, etc. Even with those offeetting
lump-sum financial payments, copayments caused utilization to fall, as
shown in Table 2. Thus, DoD can indeed use copayments to control
utilization, and can (at their own choice) offset part or all of the finan-
cial consequences of the copayments through use of a health allowance
without destroying the utilization-controlling aspects of the copay-
ments.

PREMIUMS

We next wish to discuss the issue of a premium for nonactive duty
pulomtomxvethebwcphn. Currently, no such premium is paid

pared with current MTF and CHAMPUS costs. (Sinmhﬁmoﬂms
costs are provided in Sec. VII to demonstrate this peint.)
We can be quite confident that provision of an HES plan with nei-
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insurance.® This insurance comes at varying costs to thess nonactive
duty persons. The HSUS shows that in 1978, 31 percent of the fami-
lies held such third-party insurance, and that their average family-paid
premium for health insurance of all types was $344 per year. With a
gero-premium and zero-copayment HES plan, the logical choice for
these people would be to stop making all such payments, because there
would be no need for the insurance, and no cost incurred by nonactive
duty persons for the HES alternative. '

If all of this insurance was eliminated, and the same medical care
paid by the HES (instead of the private insurance plans), this would
produce a new financial ocutflow from DoD that does not now exist and
would not exist if this private insurance coverage were continued.
(This assumes that the private insurance was legally obligated to be
the first payer, as is now the case with CHAMPUS.)

cover as many nonactive duty persons as possible, costs to DoD will
fall in perallel. But DoD cannot enforce a requirement to purchase
such insurance (if it comes at any cost to nonactive duty persons).

New survey data describing the existing insurance coverage of
nonactive duty persons will be needed to understand the effects of dif-
ferent copayment and premium structures and the availability of health
insurance to nonactive duty persons through employment, fraternal,

*These data wese provided by Offics of CHAMPUS steff in Denver. Our analysis of
1978 HSUS survey data shows alightly lower levels of third-perty insurence.
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and other groups. If any HES actually establishes premiums, it would
likely be useful and cost-effective to survey the nonactive duty popula-
tion periodically to learn not only the amount and sharing of insurance
i they face, but also the scope and structure of the insurance
acquired. Only with such information can DoD accurately tailor its
own premium and benefit structure in a way ensuring maximum con-
tinuation of other third-party insurance.
With such insurance in force, the law now specifies that the other
insurance is the first payer, and the HES policy the second payer.

E

HES to the military. ’

If a premium is instituted, it can be related to earnings of each
active duty person or retiree quite readily. As with the housing
allowance, DoD could also eliminate the health allowance at retire-
ment, or it could reduce the allowance but still use it for other pur-
poses as proved useful.

Premiums could be reduced as desired for the lower ranks.
Naturally, such a rethod does not link premiums to income perfectly,
since it does not include spouse’s and children’s incomes and nonwage
income for the family, all of which affects their overall wealth. But for
a large fraction of the families, rank of the enlisted person should serve
as a good proxy for total family income.

We have described a system where nonactive duty enrollees in the
HES might at the same time both pay a premium and receive a health
allowance. Naturally, the health allowance could be increased (even
dolhrfordolhr if desired) to offset premium increases. Amtunl
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Similarly, if DoD wishes to exempt certain pay-grade levels from
paying a premium, they could use the heaith allowance to accomplish
this goal without needing to enter complex negotiations with individual
insurance companies about their premium charges. This could serve as
a substitute for reducing actual premiums for lower income enlisted
personnel.

Second, identifying the health allowance (or a portion thereof) as an
offset to any copayments introduced should help enlistees and officers
understand better the net financial consequences of the HES (however
structured), but also it should emphasize the presence of the
copayments—a desirable outcome to guarantee that the desired effects
on utilization occur. Next, the combination of two instruments allows
more directly targeted and better explained introduction of geographic
variation in premiums (or compensation for health costs), as desired by
DoD.

SUMMARY OF FINDINGS

We recommend that DoD offer a basic plan, with the same scope of
benefits and copayment structure for enrollees in the MTF or non-
MTF plans. Non-MTF enrollment would include HMO options and
“high-option” insurance plans with broader benefits, lower copayments,
or both, with differential costs paid entirely by the enrollee. These
non-MTF plans could be administered through private plans (as with
FEHBP), by DoD (using CHAMPUS or a derivative organization), or
with some combination of these.

In all cases, we have presumed that the HES would continue a scope
of benefits for enrollees that matches the current benefits provided
under the MTF/CHAMPUS system. Altering this assumption would
alter the cost calculations for an HES but otherwise would not alter
the analysis of feasibility and desirability of an HES.

We recommend that DoD consider alternative copayment and pre-
mium configurations. If copayments are included, we recommend that
DoD consider limiting the financial risk of enrollees with a cata-
strophic cap. This provides a significant new benefit to nonactive duty
enrollees. We also show how the financial consequences of copayments
could be offsst with a health allowance (similar to the DoD housing
allowance) while still maintaining any desired utilisation and cost con-
trol features of copayments. ‘ '

In this section, we developed information to show that:

o Copayments would significantly affect medical care utilisstion
and HES program costs.
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Copayments (as discussed) would affect health outcomes negli-
gibly.

Premiums may be needed to control HES costs.

Private insurance benefits for potential HES enrollees now
reach $0.5 to $1.5 billion. Certain configurations of HES bene-
fits and copayments could cause most of that insurance to be
eliminated, shifting those expenses to the HES.

Copayments and premiums can be offset with a health
allowance. This technique provides great flexibility in tailoring
net benefits to various eligible groups to guarantee equity and
to minimize enlistment/reenlistment difficulties that copay-
ments might cause.




IV. THE ENROLLMENT SYSTEM

INTRODUCTION AND OVERVIEW

This section sets forth our concept of the enrollment system itself.
It leaves for Sec. VI a number of central questions, including how
many people should be enrolled and how resources should be allocated
among MTFs to match enrollments. Taken together with Sec. III, this
section describes how we envision the functioning of an HES and
characterizes the choices that DoD must make concerning its structure.

Active Duty Automatically Enrolled in MTF System

We presume throughout this discussion that all active duty person-
nel will continue to receive their care in the MTF. Thus, while the
enrollment system must be able to keep track of active duty personnel
for management purposes, much of what we describe pertains only to .‘
nonactive duty persons. !

Free Choice of Enroliment by Nonactive Duty Persons

We have considered enrollment systems that do and do not allow
nonactive duty individuals free choice as to their source of care. Some
persons live outside of regions served by any MTF and would enroll in
a non-MTF option. But within many MTF catchment areas, there are
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with whom we discussed this issue during our interviews emphasized
the need for a good mix of surgical patients for this purpose. Their
beliefs—supported by utilization studies in the civilian sector—suggest
that a mix of older patients provides this surgical case load more than
younger patients. By contrast, a purely “family-oriented” practice of
pediatrics and obstetrics would provide a less desirable case load for
readiness training.

Our studies of the likely pattern of enrollment in an HES (discussed
in Sec. II and in more detail in Appendix A) support the belief that
voluntary enrollment would not alter the patient mix greatly from that
now available. The studies we have done rely upon data from the
current copayment and incentive system. A carefully designed demon-
stration could verify how enrollment actually would take place under
the altered incentives. If enrollment actually proceeded as anticipated,
then the readinees issue would not conflict with free-choice enroliment.
We have attempted to design an enrollment system that would accom-
modate free choice by nonactive duty persons whenever possible.

Centralizsed or Decentralized Enroliment?

The other key issue in designing an enrollment system is whether
the enrollment should be accomplished centrally (in DoD or the Ser-
vices) or decentrally in each MTF. We discuss options for both sys-
tems and show why we believe that a centralized enrollment plan is
preferred to any decentralized plan we have considered in the course of
this study.

Functions of the Enrollment Mechanism
Thoenrollmentnyutammstnccomphshmmltuh. It must iden-




returned in part to the MTF, through an incentive system designed to
reward efficiently operated MTFs and those providing high quality of
care. We have not explored such a system in this study.

Finally, for persons outside the area served by any MTF, the enroll-
ment system must arrange for the insurance coverage/source of care.
We defer detailed discussion of these issues for Sec. V, where we dis-
cuss changes that would need to be made in organization and data sys-
tems to allow an HES to function.

THE ISSUE OF CENTRALIZATION

The Fundamental Choice

A fundamental choice exists between centralized and decentralized
management and operation of the HES. At the most decentralized
level, DoD would (a) determine the number of persons (possibly

the “decentralised” mode of health enrollment.

Under a more centralised plan, each MTF commander would be
assigned responsibility for a fixed number of persons (all active duty
and some nonactive duty persons) within his catchment
numbes of persons would be determinad byumanttdm ity, either
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Armed Service). The enrollment, financial risk, and management of
such plans would be the responsibility of the central authority rather
than the MTF commander. We call this the “centralized” mode of
health enrollment.

We next discuss the key aspscts of these two choices.

The Decentralizsed Mode

The potential advantages of the decentralized mode of enrollment
include (a) increased flexibility in dealing with private health providers
by each MTF, (b) strong incentives for cost control, and (c) appropri-
ate division of care between the MTF and private providers. The pos-
sible disadvantages include (a) the requirement that each MTF com-
mander acquire and manage many capabilities not now present in an
MTF (and generally unrelated to other MTF activities, rendering
further difficulty due to unfamiliarity), (b) a substantially heightened
financial risk facing the MTF commander, and (c) quite likely, a
greater needed change in organizational structure within military medi-
cal organisations to deal with the added scope and complexity of opera-
tiona.

Perhaps the greatest conflict with a fully decentralized enrollment
plan is the potential conflict with nonpeacetime missions of the mili-
tary. Given fully decentralized authority, an MTF commander may
well choose a peacetime mix of staff and activity that would not fully
support the readiness training mission. For example, he might choose
(given his budget) to limit MTF enroliment below the level desired for
complete readiness training of his medical staff. He could afford this
choice if a low-cost HMO alternative were available and attractive to
many of his potential enrollees. This problem could be avoided by set-
ting enroliment targets centrally, but that violates the conditions for
decentralized enroliment.

Setting aside the desirability of decentralised enrcllment for the
moment, issues of feasibility also arise with decentralization. If faced
with this responsbility, MTF commanders would need to acquire
expertise: (or experts) in actuarial estimation. They would alec need
new personnel 40 menage this set of new activities.

WMMMW&'WM
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Some sstive duty personnel and many ncuactive duty persons. (particu-
larly retisosn) live:outside any MTT catchment asen, 50 that a contral
agency would be nesded to enroll each of these persons. The MTF
commander would aleo have to interact with this central agency.




The resource management requirements of the MTF commander
would be considerably more complicated under the decentralised enroll-
ment mode. Currently, some MTF commanders face up to two-year
lags before additional active duty health providers or other needed per-
sonnel can be assigned to the hospital. Similar lags confromt any
attempt to relax constraints on the number of “slots” for hired civilian
employees (setting aside possible financial constraints). Equipment
purchases may take longer, and capital facilities often see ten years
between planning and eventual use.

One of the potential advantages of decentralized enrollment is the
efficiency gained when the MTF commander has the flexibility to add
or change resources as appropriate to his needs, with the implicit possi-
bility of expanding or contracting the MTF enrolled population as
resources appear within the military, and as alternative sources of care
become more or less costly.

This apparent gain is for naught if other resource management re-
strictions within the military prevent any significant increase or
decrease in the operational capabilities of the MTF. Any move to a
decentralized enroliment system would require markedly greater relaxa-
tion of those constraints and rules than would a centralized enroliment
plan. The organizational costs and stress implied by such changes
appear to be large.

We do not believe that a decentralised enroliment plan would be
either meaningful or possible uniess there were also effectively a sub-
stantial decentralization of resource (personnel, budget, equipment, and
facilities) management. Unless DoD is equipped to deal with such con-
siderable decentralization of authority in their medical care systems, we
foel that the problems associated with a decentralized enroliment plan

significantly outweigh the possible gains. Thus, we recommend that

~ the HES adopt a centralized enrollment program.

Aspects of a Centralised Management Program

With a centrelly directed HES, a decision must be reached whether
each Service or whether a central DoD unit will determine the target
enrollment for each MTF. The gains from maintaining control st the
Service level include a greater responsivenses of the health care system
to specialised needs of each Service and a better supebility to balance
(for exampls) the personnel needs of the MTFe against other activities
within the military commend. Bach Service now faces this balancing
problem when deciding (for examples) whether %o train and aseign aew
peseoanel iuto a medical corps or an electronics maintenunos avtivity.
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The possible difficulties with a Service-level choice of MTF target
enrollments include (a) complications when MTFs overlap geographi-
cally and (b) loss of control over the health budget of DoD in general.

An argument in favor of letting the Services determine enrollments
is that each Service can best assess the consequences for readiness mis-
sions, especially as readiness and support missions of each Service
differ.

Wherever enrollment decisions are made, there also remains the
issue of who should administer the enrollment (and be financially

MTF commanders might try to cushion themselves against unforeseen
events. If the Services did set conservative targets, the non-MTF
plans would incur the costs of enrolling additional beneficiaries without
petting savings in MTF resources. DoD might succeed in withdraw-
ing resources from the MTFs if they were given low enrollment targets,
but not without significant disruptions in the planning process.
Establishing the target enrollment level for each MTF is critical to
the success of the HES. If that level is set too low, any gains in cost
will vanish; major cost increases could indeed occur. In contrast, if the
target MTF enrollments are set t0o high, the Services may be less able
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models in Sec. VI, showing what can be accomplished with current
data and how enrollment targeting might be improved under alterna-
tive data systems.

BALANCING SUPPLY AND DEMAND WITHIN THE MTF
Under any HES where free choice is offered to nonactive duty indi-

We discussed in Sec. III two types of financial incentives to facili-
tate making such a balance. First, we discussed the use of copayments,
with a health allowance to offset the financial effects of copayments,
similar to the current housing allowsnces for persons not receiving base
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ance—VHA) are similarly complex and appear to serve similar func-
tiona.

The BAQ depends upon grade and presence of dependents. Officers
living on or off base receive differential BAQ. The same sort of dif-
ferentials apply to enlisted personnel, but with different dollar
amounts. On-base and off-base differentials can exceed $1000 per year.

The VHA is paid where housing costs exceed the average by at least
15 percent. Periodic surveys establish this differential empirically.
VHAs depend upon grade and locations, and relationships to grade
vary across different geographic locations. Annual differentials from
one location to another can exceed $2500 to $3000.

The ability of DoD to administer such a complicated compensation
scheme for housing suggests both the capability and the desire to
adjust the total compensation bundle received by active duty personnel
to match different costs of living. In any HES system relying upon
copayments, there may arise differences in average out-of-pocket costs,
depending upon local medical costs and—of course—whether or not the
dependents of active duty personnel receive medical care from the
MTF or from non-MTF plans. If DoD chose to make similar adjust-
ments in the health allowance on the basis of local variation in medical
costs, it appears readily feasible. Indeed, the same survey that estab-
lishes housing cost variations (upon which the VHA is based) couid
readily be expanded to include information on medical care costs.
Establishing a region-specific allowance would thus be relatively sim-
ple. Further, the current BAQ system establishes the precedent of dif-
ferential pay for persons using military vs. nonmilitary suppliers of a
basic necessity (housing, in the BAQ case, rather than health care).

Priority Systems in a Free-Earcoliment HES

Enrollment in the HES could employ priority systems, while still
allowing most of the free choice of the MTF or non-MTF enrcliments
described above. We showed in Sec. I that priority-setting 1 xy well
be unnecessary to mest DoD goals for MTFs. Nevertheless, setting
priorities in enzollment is feasible.

m,hMmeMm.hw
ment systams of most MTYs may not discriminste betwesn the latter
two categories. Active duty personnel have special access, and all oth-
mm‘lﬂ*d'mtbhbhumm
Fisst-eome-fiest-ssuved is ofien the crder. of the dey. In some canes,
MTYs will close off access. to particular sesvices for retiress, making




If the DoD had priorities in serving active duty dependents and
retiress, then such priorities could be maintained through differential
levels of the proposed health allowance, or(nfpnmiumsmchngod)

ciary class. Allofthuophmmgﬁmncmlmconuvupomdlymn
afoul of the goals of uniform treatment of active duty personnel, their
Mmmmwntawmmmm
they live in.
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important to point out that the current MTF/CHAMPUS system does
not provide this equity. MTFs differ in quality and capebilities.
Active duty dependents and retirees, for example, may be required to
use CHAMPUS (with large potential copayments) because care is not
available in their nearby MTF. For those persons living far from an
MTF, CHAMPUS provides the only relevant alternative for obtaining
care. The current system provides “equity” only in a narrow and dis-
torted sense.

Sumlarly an HES enroliment plan that does not make use of finan-
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If any other allocation rule is chosen, similar results will occur.
Rules without financial incentives cannot do away with inequities aris-
ing across catchment areas—they can merely disguise the magnitude of
inequity being forced upon the enrolled population. And of course, the
same sorts of inequities arise commonly in other aspects of military
life, as could be readily inferred from the desirability of assignment in
Hawaii versus a cold northern state.

SUMMARY

In this section, we have discussed two primary options for enroll-

ment of nonactive duty persons in an HES—whether such enrollment
should be centralized or decentralized, and whether beneficiaries should
receive free choice of plan. We recommend that a centralized enroll-
ment system be used. The advantages seem to dominate the disadvan-
tages from many perspectives.

We also discussed the issue of free choice of plan. Clearly, free
choice by beneficiaries offers many potential advantages. However,
free choice raises potentially troublesome problems for an HES. If the
number of persons desiring MTF enroliment does not match the capac-
ity of the MTFs, then some balancing system must be used. Maintain-
ing a spirit of free choice, we have shown how financial incentives can
be structured to achieve such a balance and discussed how such incen-
tives affect the appearance and the actuality of equity among enrollees.

Free choice of enrollment also raises the potential problem of

disease that does not adequately prepare and maintain the medical
skills of the MTF staff, then free choice may conflict with the impor-
tant readiness mission of the MTFs. But the results in Sec. II show
that such concerns may be groundless. Under the current incentive
anuum/cmupusmm.-mof “quaai-
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V. CHANGES IN THE MILITARY HEALTH
SERVICES SYSTEM

Under an HES, the MHSS would have to select health plan options,
enroll beneficiaries in these options, and provide health care directly
within the military treatment facilities. To achieve the full benefits of
the HES, these tasks must be done efficiently while maintaining stan-
dards of accessibility and quality in the beneficiaries’ health care bene-
fits.

ThoﬁrstnqmromntforanHESuamochnmsmfortmchngand

vices will be subject to uncertainty. Untilan!mShubunmplo-
mented, the risk is exacerbated by the lack of deta and experience.
'IhM'l‘hmmhtoomnlltobmthomllrhk. Similarly, the
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of flexibility they could ezercise in resource management and the time
it takes to activate alternstive arrangements. ' Some temporary short-
falle might bo overcome by transfers of resources from other budget
accounts or from other uses. Other shortfalls might dictate purchese of
services from oulside the MTYT, and & workablh contrecting system
could allow the MTPs to kuep their costly fes-for-seevice purchases to
anhhn-.




procedures to protect the MTFs from adverse outcomes should not
counteract these incentives; the risk protection procedures should not
protect against the consequences of inefficiency.

Finally, if the MHSS were to adopt enrollment, the system must
continue to assure the quality of care in the MTFs and from other pro-
viders with whom the MTFs or the MHSS have contracted.

The military medical system and its beneficiaries cannot benefit
fully from enrollment unless the system makes some significant
changes, especially in the areas of resource planning and management.
In evaluating the feasibility and desirability of implementing an HES,
we have considered what changes would be needed to enroll the benefi-
ciaries, manage the MTFs as full-service health care providers, and
assure quality of care.

To implement an efficient HES, the military health services system
would need to make the following changes:

1. Develop an enroliment management system to track family
moves and changes, record plan enrollment, and handle pre-
mium and deductible payments.
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necessitate service regulation changes and may also need legislative
approval.

ENROLLMENT ACTIVITIES

To adopt health enrollment, DoD must establish an enrollment
mechanism and an administrative agency to conduct the actual opera-
tions of enrollment. A number of functions must be conducted by this
agency, some of which do not exist currently within DoD. Almost cer-
tainly, a complete enrollment system would require a computer net-
work and software not currently available. The DEERS system pro-
vides some of the needed capability, and CHAMPUS provides other
capabilities, but the requisite combinations do not appear currently
available in any single organization.

An analog organization exists within the federal government—the
FEHBP—under the direction of the Office of Personnel Management.
This office performs most of the functions required to make FEHBP
work (except communicating directly with employees), and it has total
geographic coverage for the United States. This same breadth of geo-
graphic coverage would be needed to conduct the HES enrollment
operations, not only because of the wide dispersion of retirees, but also
for active duty personnel in recruiting, operating reserve units, and
performing other diverse tasks.

Tasks To Manage Enrollment

Whatever organization is chosen or formed to conduct the HES
enrollment, it must perform a number of complex and computer-
intensive tasks, many of which are tightly interrelated.

The first set of tasks we call “family tracking.” The closest analog
to this activity currently is DEERS, but DEERS does not possess some
capabilities that would be needed in a true family-tracking system for
HES enrollment. Notably, the family tracking would have to maintain
nlintofoﬁgibiﬁtyforapuﬁcuhrphn(notmtthomhiclocaﬁon
of an individual), and wmlduodawaytowoommodutochmguin
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options within their area (including local HMOs, etc.) and allows them
to move from one plan to another on a predetermined basis. Most
commercial health plans will not accept open enroliment except at
predetermined times of the year (e.g., the month of March), to mini-
mize self-selection of sickly persons into the best-coverage insurance
plans.

Third, if premiums will be charged to nonactive duty persons for
high-option plans alone, or for all plans available for nonactive duty,
then the enrollment system must be able to calculate premiums for
individuals, send bills, maintain accounting systems for each eligible
person, and disperse payments or refunds to persons who move from
one MTF to ancther. This implies a whole set of financial manage-
ment capabilities not currently present in DEERS or CHAMPUS but
common in FEHBP and in many private health care organizations
operating for business and labor unions in the private sector.

Fourth, if copayments are used in any form where cumulative expen-
ditures help determine the copayment status of the individual, then the
enrollment system must be able to keep track of copayments by indi-
viduals and families, and send on-line reports to medical providers
about the payment status of each person. For example, if an annual
deductible is chosen, or even if a flat copayment structure is used (as
currently under CHAMPUS) but with a stop-loss feature to protect
families against excessive financial risk, then the information system
must track cumulative expenses paid by families. While this task
sounds complex (and it is), it has become a standard feature of many
commercial insurance plans, and it is certainly feasible, if so desired.

Standby Insurance

For the nonactive duty persons enrolled in the MTF, the HES will
need a standby health insurance plan for use in the event of mobiliza-
tion or other loss of major parts of the military medical resource base.
Upon mobilization, the enrollment system would automatically reenroll
all MTF nonactive duty enrollees in one of the alternative plans.
Similarly, the dependents of mobilized active duty personnel would be
enrolled in a non-MTF plan. The simplest arrangement would add
these beneficiaries to a fee-for-service insurance plan, just as benefi-
ciaries currently being served by the MTFs automatically fall back on
CHAMPUS under mobilization. However, an HES would allow the
MTPFs to take additional steps toward arranging for transferring their
health care responsibilities to local civilian providers. With a known

population to provide for, agreements with local HMOs or other pro-
vider groups to smooth the transfer might be feasible. In all other
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respects, mobilization planning for the benefits mission remains
unchanged.

A close analog exists within HMOs, whereby they provide standby
health insurance for their enrollees in the contingency that the person
becomes ill or injured in an area away from the HMO’s service area.
In fact, one logical way to arrange for military beneficiaries’ standby
coverage is through commercial contracts with the same sorts of
insurance carriers as used by the HMOs for their standby plans.

Beneficiary Education

If an HES were implemented, military beneficiaries would have to
be reeducated about their health care benefits. Unless they understand
the enrollment process, the concept of choosing a single option for each
enrollment period, and any changes in cost sharing, they will not be
able to respond rationally to the program changes. Extensive benefi-
ciary education would have to be undertaken before and during imple-
mentation to prevent beneficiaries from basing enrollment decisions on
the current system.

ALLOCATION AND MANAGEMENT OF MTF RESOURCES

The military treatment facilities currently operate in an environ-
ment that differs significantly from the environment under an HES.
Of course, although DEERS now allows DoD to estimate the popula-
tion in any given area, the MTFSs still have no idea how many benefi-
ciaries they are serving, nor who they are. In sizing the hospitals’ and
clinics’ physical plants, no consideration was given to the retired popu-
lation they might serve. Under these circumstances, resource alloca-
tion is naturally based on the the number of visits, inpatient days, and
other services the facility has delivered, rather than the patients it has
served.

CHAMPUS was designed specifically to fill in gaps left by the
MTTPs, either geographical gaps or fluctuations in time. If an MTF has
to curtail a service, it can shift some nonactive duty patients to
CHAMPUS and minimige the transfers it must arrange to other mili-
tary or civilian providers for active duty patients. The MTF may cur-
tail a service for several reasons: (1) it loses providers, temporarily or
permanently; (2) civilian hiring, equipment purchases, or other pro-
curement is slowed by red tape, low pay rates, or authorisation ceilings;
or (8) demand for the service rises. Since CHAMPUS pays fee-for-
service rates for the resource(s) missing in the MTTF and for resources
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available in the MTF, the ability to replace the missing resource should
lead to a more efficient use of the MTF's resources.

If, under an HES, resources were allocated to match each MTF's

enrolled population, adjusting for important facility and community
characteristics, patient referrals between MTFs would necessitate
resource transfers. Such a system of transfer prices does not currently
exist.
MTF management in the HES environment is probably sufficiently
different to warrant an investment in management training programs.
In addition, the management information systems now being imple-
mented throughout the military medical system may need some revi-
sion before they can fully support an HES,

Resource Requirements Determination Methods

work load, for determining the resource requirement to support each of
their MTFs. With this method, the work load each facility accom-
plishes in one fiscal year determines its personnel and O&M budget for
the succeeding year. Facility and investment equipment budgets are
based on a list of approved projects or purchases, each justified by
potential work load, replacement requirements, and other considera-
tions. In besing personnel requirements on historical work load, this
approach assumes that each facility can and should continue to per-
form the same work load.

Under an HES, the MTF enrolls a patient population, based on its
fixed resources and provides, directly or indirectly, all health care ser-
vices to this population. The resources required by the MTF should
depend on the number, age, and sex of its enrolless, in addition to any
resources required to meet the MTF’s readiness or operational mis-
sions.

In Sec. VI, we discuss methods for setting individual MTF’s enroll-
ment targets and determining the sppropriate resource levels to serve
these enrolled populations. Before an HES can be fully implemented,
sppropriate methods need to be developed and calibeated to base
resources on the number of enrolise months per year at each MTF and,
potentially, on a variety of other factors, such as the age/sex composi-
tion of enrolless, facility size, major capital equipment, and the pres-
ence of training programs. Thus, for example, the enrclied population
would drive a requirement for providers, who would in turn carry a
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consider in Sec. VI PRISM’s potential for serving as a prototype
method for staffing MTFs under an HES.

Transfer Pricing

Aswohavemstducnbed,anHESreqmrumhMTFtoberupon-
sible for all services provided to its enrolled population and allocates
the resources necessary to provide these services. When the MTF
refers a patient to a second MTF or uses the other MTF’s ancillary
services, the first MTF must transfer adequate resources to pay for the
services. Currently, referrals within the MHSS are free to the referring
facility; the referral facility receives additional resources in response to
the additional work load it performs. Although it might be feasible to
reflect expected referrals in the per-enrollee resource allotments, insti-
tuting transfer prices would give the referring MTF commanders more
flexibility and also more accountability for their referral actions. Cost
data from the Uniform Chart of Accounts (UCA) could provide an ini-
tial source of data for developing transfer prices. The UCA system
would permit the estimation of transfer prices by clinical or ancillary
service, for inpatient and outpatient care, and by facility type (for
example, clinic, small or large hospital, teaching center). In theory,
price schedules ¢ould be tailored for each facility; where a choice exists,
facility-specific prices would encourage referrals to the most efficient
provider. However, from our interviews, we doubt that the UCA cost

estimates are sufficiently accurate to support facility-specific price
schedules. Ifneeuluy umndotuihdprmngnhcmoooddbo

oemters oould turn in socoe o all of the payments they ressive for refer-
rals in retum for additional military personnel.
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Protecting the MTFs Against Risk

Under an HES, the MTFs run two significant risks. The first is the
risk of having their actual resources fall short of the resources required
to serve their enrollees. The second is the risk of the MTFs’ enrollees
presenting abnormally costly health care needs. In implementing an
HES, provision must be made for protecting the MTFs against both
sources of risk.

Resources Risk. We believe that, under an HES, a replacement
budget is needed to supply required resources not actually provided to
each MTF. This budget could be held by the DoD or by each Service.

Currently, MTFs routinely face temporary shortages in personnel
and delays in equipment purchases. Equipment breakdowns can

house. In general, therefore, equipment nonavailability does not
seriously interrupt service delivery.

In contrast, temporary personnel shortages can be quite disruptive.
These shortages often occur when replacements for transferred person-
nel are delayed in arriving. Since many military transfors take place
during the summer, the MTFs may suffer severe shortages for one or
more months. For example, the commander at one facility we inter-
viewed expects to be without half of his obstetricians during two
months this summer. Delaying routine care will belp the
obetetrics/gynecology service through this period but will also create a
bwkb;brtbmotthoyar
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reprogram resources to overcome or minimize the effects of these and
other shortages.

Under the current system, when an MTF must curtail services,
CHAMPUS fills in on a fee-for-service basis for most nonactive duty
patients. The new Joint Health Benefits Program, recognizing that it
is usually cheaper to replace the missing resource than pay the
CHAMPUS bill, can now contract with civilian providers to provide

ICU/CCU (Intensive Care Unit/Cardiac Care Unit) beds. In another
innovative use of this program, an MTF has obtained agreements with
civilian obetetricians to provide prenatal and postnatal care in their
private offices but deliver the babies in the MTF. These arrangements

consistently inadequate resources, it would have to decrease its enrolled
population, resulting in added costs under alternative health plans. A
replacement budget would allow the MTYF to maintain its target enroll-
ment by purchasing contract services. _ ,

To understand how this replacement budget would work, consider a
ility with an enrolled population requiring 40 physicians and a sup-
of 40 nurses and 100 technicians. However, an inadequate
military physicians leaves the MTF short by 2 physicians,
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would get funds to pay him; the rate could be based on civil service or
contract pay rates.

Short-term physician shortages may not be overcome in-house. If
not, the MTF will have to pay the capital costs for replacement ser-
vices. The costs of replacing the missing physician’s outpatient work
load can be fairly easily computed from schedules of usual and reason-
able charges, recognizing that the MTF can probably absorb some of
the work load with its remaining providers. Replacement funds for
inpatient care might be provided only for the missing physician’s share
of nonelective admissions. :

The replacement budget for chronic personnel shortages resembles
the supplemental care budget for services the facility cannot support.
In both cases, the size of the budget may depend on whether the facil-
ity is supporting some care in the shortage area. Thus, an understaffed
orthopedic department may, with adequate support, still provide many
of the complex cases, keeping down the cost of supplemental care.
Obviously, the MTF without any orthopedic capacity cannot do this.
Where some capacity exists, funds to replace or supplement the miss-
ing capacity might be set somewhat lower to encourage efficient trade-
offs between cases.
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CHANGES TO PROMOTE EFFICIENCY

Several other changes in resource management would be necessary
torthoMl-lSStoopemteanHESofﬁcianﬂy. We have found that the

often from civilian providers. The DoD-wide budget for these pur-
chases will increase in proportion to the inefficiency within the MTFs.

Currently, an MTF can shift almost no resources between its invest-
ment equipment and O&M budgets, both dollar budgets. These restric-
tions are intended to prevent the acquisition of new equipment at the
expense of basic maintenance and supply purchases. However, an
MTF responsible for delivering day-to-day services to a clearly identi-
fied patient population must stock adequate supplies and maintain its
eqmpmontmworhngordor Under an HES, tlan‘F:ohouldbo
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HMOs typically begin as small organizations requiring a minimum
of automated data. As they grow, nlinncoondountnlmdmmp

Imphmontatwn ofanHESwonldattheo\Muqmn

would adequately support planning under an HES for the short run.
As the automated systems became available, the quantity and quality
of the information would inerease, facilitating the planning process.
However, DoD should review these systems to be certain that they pro-
vide information consistent with an HES. For example, as discussed
above, the development of a transfer pricing scheme might require
meore detailed definitions of secvices than now used in UCA.

Management Training

We anticipate the need to retrain hospital commanders and
trators in the management of an HES. In changing the goals of the
MTF from the achisvement of target work loads to
patient populstion, an HES would place additional burdens on the
MTFs managers to maintain a smooth, appropriate flow of servioes.
Managers ueed to relying on the issuance of Certificates of Nenaveila-
bility when their services are interrupted would have to e instead
how to develop mechanisms for trading off among patisnt demends and
supplementing their {acilities’ capecities. Utilisstion: sreview, which is
rasely emphesised under the cussent work-load-bassd rescurce allece-
tion system, would become a more valuable tool under an HES.
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ASSURING QUALITY OF CARE IN AN HES

Instituting an HES to cover active duty dependents, retiress, and
wuam@mwmmma




Quality of Care for Persons Enrolled in the MTF
Mmm.wngmmwoﬂdmmmm
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Credentialing and Malproctice Lisbility. The credentialing process is
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Cnmntly,fowcontractphyswiampmdecanatms,wthe
usual credentialing and termination procedures rarely need to be exer-
cised. Until recently, most outside contracting was for nonpersonal
services such as radiology and CAT scans. The ability to terminate a
contract of this sort for quality-of-care reasons depends greatly on the
provisions of the contract, and the Services appear to vary in their use
of provisions that permit easy termination. The Navy, for instance,
has had experience with writing contracts for radiology services that
could be ended with relative ease in the event of poor performance.

w:wmwwmmmmnmmtb

they have heretofore. In addition, if these services are rendered “off-
site,” the MTF has little direct way to monitor quality of care. Conse-
quently, the MTTs should be given mechanisms to emsure quality of
patients treated by providers with these types of contracts.
Such mechenisms might include specific provisions in contracts
regarding the minimum gualifications or certification that must be
maintained by the institution in the case of a hospital or other facility
by all professionals who are involved in rendering cure to the patient
mwhwwaumma.
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provider and the specialist or consultant to whom a patient had been
referred under such contracted arrangements.

The MTFs can draw upon the considerable civilian sector familiarity
with contracting among various types of providers and institutions.
Some HMOs, for example, acquire much of their services through con-
tract arrangements; these, especially for so-called IPA (Independent
Practice Association) HMOs, may explicitly require that providers par-
ticipate in, or at least allow, a wide variety of UR (Utilization Review)
and QA activities. The Services might draw on such examples to
establish prototype arrangements for their own use.

If the MTFs can contract with large institutions (e.g., tertiary medi-
cal centers, large HMOs), these institutions are likely to have ongoing
QA programs that would include care delivered to military benefi-
ciaries. All contract providers have good incentives to deliver high
quality care if contract arrangements with an MTF constitute an
appreciable portion of their patient population, for fear of loss of those
contracts. This may become a more t factor as the number of
specialists in rural areas continues to secondary to the antici-
pated “oversupply” of physicians within the next decade or so.

Utilisation Review. If an HES engenders changes in the military’s
systems for determining for different resources and for acquir-
ing and allocating resources, and if external forces continue to
drive up the costs of medical care (especiaily hospital care), then the
Services may wish to investigate the institution of more rigorous UR
activities than are now in place. These might include, for instance,
considerably tighter preadmission review or concurrent review of the
need for inpetient care at specific percentiles of normative
disgnosis/age/sex-specific lengths of stay. Although, as we discuss
elsewhere, UR has more to do with cost control than with quality of
care per se, nonetheless there is an overlap that might become more
significant in the HES than is now the case.

Quality of Care for Persons Enrolled in Non-MTF Plans

The Services have no direct involvement in quality-of-care concerns
in the CHAMPUS program. CHAMPUS has its own division of qual-
ity assurance, which gives particular attention to mental health and to
prescription drugs (especially those for mental health conditions). Spe-
cial review cases are turned over to the American Psychiatric
Aassocistion/American Psychology Association or the Colorado Medical
Foundation. Much of this activity might be more accusately considered
UR than QA, because CHAMPUS has no wey to identify or investigate
poor care that doss not come to light through the screening procedures




of its fiscal intermediaries. HMOs that are participating in the current
CHAMPUS demonstration project must maintain a full QA program.

Patients who are dissatisfied with their care in the fee-for-service
system are free to change providers, file complaints with local medical
societies or designated CHAMPUS offices, institute malpractice suits,
or undertake other such remedies as are open to nonmilitary patients
generally; they can also attempt to obtain care from a local MTF.
Claim denials and other problems can also be appealed or reported to
CHAMPUS.

Currently, therefore, the Services have no liability for malpractice
problems arising from care obtained by patients through CHAMPUS,
even if the patient has been “disengaged” to CHAMPUS because of the
nonavailability of a particular service at a particular MTF. The quee-
tion of whether the Services are liable in cases in which care has been
purchased on behalf of a patient at a civilian facility (i.e., not through
CHAMPUS) remains ambiguous.

One interpretation of the conditions of an HES is that the military
continues not to have responsibility for the quality of care obtained
through non-MTF plans. This interpretation rests on the provision in
the HES concept for beneficiaries to choose from two, and perhaps
more, health plan options. Consequently, full access to care and free
choice of providers are maintained. This approach shouid, therefore,
minimise the Services’ responsibility for quality of care and liability in
the event of poor care.

Another interpretation would recognize that the Services take on the
responsibility of allowing only certain plans to participate in the HES
(e.g., if they certify that only specific HMOs or PPOs will be included
in the program or select only one or two carriers to underwrite a stan-
dard national plan); then arguably they also acquire a QA responsibil-
ity. Hence, it seems plausible to expect that selection of altemnative

be based in part on quality-of-
care considerations. For example, HMOs might be required to be
federally qualified and to have documented, ongoing QA programs.
Procedures and criteria used by the Office of Personnel Management
to sdminister the civilian FEHBP could serve as analogs for systems
that the Services might establish.

Consideration might nonetheless be given to a variety of complaint,
grievance, and appeal mechanisms. For exampie, a “patient ombuds-
M’Mtbhedmmlmsndomloﬂiamiﬂtbthbhw
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HMOs often maintain active grievance offices of their own, to which
enrollees could take complaints directly. In special cases involving sig-
nificantly substandard care, consideration might be given to allowing
beneficiaries to disenroll from an HMO before the beginning of the
next “open enrollment season.”
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VI. SETTING ENROLLMENT TARGETS

Establishing appropriate enrollment targets is central to the success
of a health enrollment system. Targets set too low result in unneces-
sary resource expenditure and increase system costs. Assuming reason-
able MTF efficiency, increased costs occur with underutilization of
MTFs because individuals not enrolled in the MTF must be enrolled in
another plan. Targets set too high may reduce quality of care and may
lead to attrition of membership through dissatisfaction with the MTF
care system.

To attempt to identify targets that neither undersubscribe nor over-
subscribe the MTFs, the Services would have to rely on current data
on beneficiary utilization rates and MTF productivity factors. Both
should change with the implementation of an HES. Even if change
were not expected, the data systems used under the current system
cannot accurately describe beneficiary utilization and MTF produc-
tivity.

These data shortcomings argue against full and immediate imple-
mentation of an HES. They do not argue against implementing an
HES in a limited number of areas to gather further information. With
some actual experience under an HES and the collection of appropriate
data on utilization and productivity for an enrolled population, the
MHSS could develop the targeting parameters needed to plan ade-
quately for full implementation.

Our evaluation of the feasibility of setting enrollment targets was
guided by a general enrollment targeting model, described below. More
specifically, we assessed the feasibility of transforming the Air Force’s
PRISM into a targeting model. We found that although PRISM could
suffice as a starting point for assigning people in a demonstration, it
could not support a full HES implementation without substantial
modification. For a demonstration to provide information for modify-
ing PRISM, it should vary the resource/enroliment ratios sufficiently
to obeerve utilisation and health outcome responses to different
resourcing levels.




A GENERAL STRUCTURE FOR AN ENROLLMENT
TARGETING MODEL

To evaluate the feasibility of targeting enrollment under an HES, we
developed a general model that could be used to target enroliment lev-
els for each MTF, based on the resources currently available to the
MTF and the resources it could purchase from other sources. The
model assumes that these additional resource purchases would be made
on a per unit basis at a fixed price within the military or the commu-
nity. Our approach assumes that the MTF can attract as many enrol-
lees as the model targets and that the enrollees will represent a random
selection of the MTF's eligible population.

This prototype model takes the form of a simple linear programming
model. For each MTF, the model determines the number of MTF
enrollees and non-MTF enrollees and the amount and mix of addi-
tional resource purchases made by the MTF. These quantities are
selected to minimize total costs within the area. The model imposes
one constraint for each resource category to insure that adequate
resources are provided for each enrollee either from MTF resources or
from purchased services. Enrollment is limited to the number of bene-
ficiaries within the area, and anyone not enrolled in the MTF is
enrolled in the non-MTF plan.

The model could easily be extended to include referrals and transfers
into and out of the MTF. This extension would require the develop-
ment of transfer prices by resource category and estimates of the
amounts of care that should be referred out and referred in. Another
extension could establish enrollment targets for each military benefi-
ciary category ‘




expected use of that resource for an individual enrollee. Of course, use
would vary with the copayment plan chosen (see Sec. III). It is well
established that medical utilization also varies as a function of age and
sex. In Sec. II, we presented evidence that it may also vary as a func-
tion of the enrollee’s military status, that is, active duty, active duty

ment target that, given the MTF’s initial personnel and other
resources, minimises the total cost of providing health benefits to all

most deficient in their ability to measure the total use of each med-
resource by enrolices with different demographic characteristics
military service affiliations. Without an enrollment system, keep-
the system for what s of their care is diffi-
this reason, the data present an incomplete picture of the
received by different types of beneficiaries. When DEERS is
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Data on the amount and types of care purchased in the civilian sec-
tor are particularly lacking. CHAMPUS data provide a partial picture
but it is incomplete. Patients relying on other insurance and those
with expenses below their CHAMPUS deductible do not file claims. A
1977 Rand survey for the Air Force found that only 30 percent of
retiress residing within 50 miles of nine Air Force bases and using
civilian care had used CHAMPUS to pay for their last visit.!

Other data systems such as the UCA and the USM report only

We anticipate thst the pattern of medical care use would change
under an HES for two reasons. First, as we discussed in Sec. III, the
MTT enrollees’ utilization would be expected to decline if cost sharing
were introduced. Second, the incentives for providers to undertake
various treatment patterns differ markedly under an HES from current

|

Currently, an MTF's output is measured in units of service. Most, if
not all, resource allocation is based on past levels of output. Additional
resources are obtained by increasing (temporarily) the work load of




While the detailed data needed for enrollment targeting are not
currently available, we have made some gross utilization comperisons
between the military Services, the civilian sector, and HMOQOs. We did
this to gain a better understanding of where we might draw upon other
systems for data and experience that are otherwise lacking in the mili-
tary. Health maintenance organizations with their well-defined,
enrolled membership potentially offer the greatest similarity to a
health enrollment system and therefore the richest comparison for
what may ultimately be achieved. Enroliment targets under an HES
should be readjusted to reflect changing utilization, allowing time to
reorient practitioners and to understand the implications of new incen-
tive structures and how desirable outcomes are achieved.

In Appendix B, we deecribe in detail the utilization comparisons we :
made. Table 3 summarizes our findings. To obtain the actusl military

Table 3

COMPARISON OF ACTUAL MILITARY USE RATE AND THAT PROJECTED
FROM CIVILIAN DATA: CONUS CATCHMENT AREA POPULATION, FY82

Actual
Military Projected
User Rate Civilian Rate
Outpatient visits
Active duty 9.6" 3.4 |
Active duty dnpend.uts 7.8 5.0 :
Retirees, survivors, 4.5 4.8 !
and dependents
Hospital days/1000 ‘ )
Active duty - 1216 - ' 558
Active dwty .dependents 9851 : 629
Retirees,. uﬂiwnp, ‘ asa S mo,
snd dependents .. .
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rates, we calculated the total utilization of MTF outpatient and
inpatient services and services for which CHAMPUS claims were filed.
We divided that sum by the number of beneficiaries living in CONUS
40 mile catchment areas. Civilian rates were projected for each age/sex
group from national civilian data and averaged by beneficiary type.
Active duty family members show much heavier utilisation patterns
than their civilian counterparts do. The obeervation that active duty
dependents share their sponsors’ high use rates reinforces the supposi-
tion that physicians tend to adopt one style of practice for all patients.
On the other hand, consistent with findings from the 1978 utilization
survey and Rand survey data from the same period, the low utilization
of retired beneficiaries reflects their wider use of out-of-system care.

These military use rates appear even more striking when compared
with HMO use data collected in 1981 by the Department of Health and
Human Services.? Only 10 percent of the HMOs reported more than
five physician encounters per member per year, and only 6 percent
reported more than 700 hospital days per 1000 members.

The disparity between utilization patterns observed in military and
civilian settings suggests that an HES could substantially alter the mil-
itary medical use petterns. Unless the beneficiaries’ and providers’
reactions to an HES were first calibrated in a demonstration, enroll-
ment targeting under an HES would be subject to considerable uncer-
tainty.

ESTABLISHING PRELIMINARY ENROLLMENT TARGETS

While DoD does not have the data to support the type of model out-
mmmm;w,mmm'.‘mumdmm




establishing targets. We also indicate some uncertainties and their
potential effects. A well-designed demonstration and evaluation pro-
gram could remove some of these uncertainties. '

The first column of Table 4 displays our calculations for the
estimated maximum number of enrollees that could be treated by mili-
tary physicians within each medical speciaity. Theee figures range
from 2.3 to 8.6 million enrollees, indicating that the current mix of pro-
viders differs markedly from PRISM’s desired mix. Since providers in
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Table 4

BESTIMATED ENROLLEE CAPACITIES USING PRISM MEASURES OF USE AND
PRODUCTIVITY: TOTAL ALL MILITARY SERVICES*

Supplemental
Care as % of No. of
Max. No. In~-House Cars Supplemental
Specialty of Enrollees (5 mil. Enrollees) Visits
Family practice?® 6,772,655 - 26 --
Pediatrics®.d 5,323,683 - 6 --
Internal medicine® 4,485,000 + 11 309,000
Surgery 3,146,667 + 59 750,800
Urology 3,113,208 + 61 200,000
Ophthalmology® 4,626,804 + 8 36,200
Optometry 8,573,196 -- --
Otolaryngology 2,455,738 +104 465,600
Orthopedics £ 3,555,155 + 41 280,300
Podiatry 4,163,077 + 20 54,400
D‘ﬂatology 3,526,326 + 42 316,840
Ob/gynd» 8 5,126,679 - 2 --
Allergyh 2,350,000 +113 --
Neurology® 3,850,000 + 30 --
Total suppl. visits 2,412,940
Percentage of all visits , 8

Spitteen percent of all manpower is overseas and has been eliminated
from the analysis. Physicians in administrative and nonpatient care
positions are mot considered. Civilian providers and physicians in
training are not included. Manpower figures come from Vuhiugton Head-
quarters Services (1983).

Dpnysicians in aviation medicine and undersed wedicine spend half
time in nompstient cere activities and hslf time in family practice.
All physiciens’' assistants are assumed to be in primary care. Indepen-
dent duty corpsaen ars not included.

Nalf of al] padistriec and internsl medicine care performed i m
with fewer than 100 beds.

.Nuu practitioners are allocated half to pediatrics and half to
ob/gyn.

®onesthird of the work Toad must be tult“ by ophtﬁllhlo.hu,
swo-thirde by optametriste.
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into the calculations. Relatively little evidence exists to identify the
better assumptions, and good arguments can be made for alternative
behavioral responses. As a baseline for comparison, PRISM assumes
that active duty personnel use more than twice the amount of outpa-
tient care that comparable civilian populations use. PRISM also
assumes that active duty dependents use 30 percent more care, but
retirees and their dependents use medical care at the same rate as the
civilian population. The available data on retirees and their depen-
dents are the least complete, but there is no reason why the retirees
should be the only beneficiary group to resemble their civilian counter-
parts.

To test the effects of these assumptions, we studied how supplemen-
tal visits needed for different enrollment targets would change with the
behavioral assumptions. We considered two polar cases. Both
hypothesize that retirees and their dependents actually behave like
active duty dependents when enrolled in an MTF. In one case, we
assumed that both groups use 30 percent more care than comparable
civilian populations and in the other that use matches a comparable
civilian population’s use. The first case is consistent with the absence
of copayments, whereas the second would be expected with the intro-
duction of a significant copayment. More than double the number of
supplemental visits are needed for the first case in contrast to the
second. As a percentage of total visits, supplemental care increases
from 13 to 21 percent with a high enrollment target and from 7 to 12
percent with a lower target.

PRISM was developed to establish desired staffing patterns and does
not consider substitutability among providers. Since we invert the
logic of PRISM, to ask about the capability of a group of providers, we
confront this omission. PRISM distributes utilization across physician
specialties according to data on civilian speciaity utilization that may
be inappropriate for the MTFs. The results in Table 4 suggest that
PRISM distributes a larger portion of the primary care work load to
specialists in internal medicine and pediatrics than would be consistent
with current MTF staffing patterns. We looked at the effect of
assumptions about substitutions in our three prototype facilities, and
found that more liberal substitution could reduce the need for supple-
mental visits to one-half .or even one-third of the originally modeled
lovels. We cannot comment on the advisebility or adequacy of & per-
ticular specialty mix, but we pressnt this analysis to emphasise the
nead for better information to use in targeting enroliment populstions
and ostimating the MTT rescurces required to care for the enroliess.

We have not considered how the military residency programs could
be incorporated in a targeting model. Residemts impose additional
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responsibilities on a facilities’ regular physicians, reducing their ability
to deliver patient care, but the residents also deliver patient care. The
net effect of the residents’ activities needs to be assessed and incor-
porated into a fully operational HES.

Referral capacities could be incorporated into our method, once
accurate estimates of the referral work load by specialty have been
established.

PLANNING FOR THE LONG RUN

Carrying out the MTF-level calculations would provide the first step
in a series of analyses that would help determine the most appropriate
allocation of resources across MTFs and the choice of optimal number
of MTF enrollees.

The allocation of manpower across MTFs can be assisted by noting
where particular specialties are in comparative excess and where they
are in the greatest shortage. (Since physicians and other providers are
paid different amounts acroes the country, this comparison should
account not only for the amounts of manpower, but their relative cost
in the private sector.) This should provide the first step in increasing
the efficiency of the available MTF provider resources.

Next, this approach allows a direct calculation for the added supple-
mental care resources needed to enroll, say, an additional 1000 people
into a given MTF. In the PRISM environment, we again remind the
reader, only manpower resources are considered as constraints. In a
more complete model, space and other resources should also enter this
caiculation. The choice of adding enrollees in the MTF versus non-
MTPT plans can center on the added supplemental care (or providers)
needed versus the costs of the non-MTF plan. As MTF enrollment is
expanded further, more of the added care will have to be purchased in
the private market and, eventually, space and other resources will
become binding constraints. At this point, the optimal enrollment of
the MTF will have been reached. But until the MTF’s physical capac-
ity is approached, it will likely be cheaper for the HES to enroll further
numbers of people into the MTF, reducing non-MTF enrollment com-
mensurately.




VII. ISSUES AFFECTING DESIRABILITY
OF AN HES

POTENTIAL GAINS FROM AN HES

To assess the desirability of an HES, DoD must consider effects on
cost, access by active duty and other enrollees, quality of care, effects
on readiness, operational support, ability to conduct special programs,
and effects on medical training programs. Choices of copayment, tar-
get enrollment, health allowances and premiums, and the generosity in
providing resources all can affect each of these areas of concern.

The potential gains from developing an HES arise in several ways.
These include:

o Better basis for planning and managing the MTF system.
¢ Improved incentives for resource management.
¢ Enhanced quality of care.

We discuss each of these in turn.

Improved Planning and Management

Enrollment provides a basis for planning and for staff evaluation
that cannot meaningfully exist in the current environment. Nobody
knows how many people are under the care of any individual MTF
currently. DEERS estimates of the number of people in a catchment
area differ from estimates of the service area population provided to us
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dispensed, etc. The incentive structures imposed on MTF commanders
are incompatible with careful and well-reasoned delivery of care in an
efficient way to the widest possible population.

We do not believe that the MTFs are (necessarily) poorly managed
at present. On the contrary, we observed considerable evidence that
MTF commands respond in their decisionmaking to the incentives
posed to them. And we anticipate that, if faced with different incen-
tives to care for a given group of enrollees, they will be able to respond
equally well.

In addition, evaluation of hospital commanders and their staffs
would become much more direct under an HES as we have proposed.
Basically, each command would be endowed with the same matchup of
resources and enrollees. In this environment, appropriate measures of
MTF performance abound: Do patients willingly enroll? Is the turn-
over rate of enrollees low or high? And similarly, within any com-
mand, the task of evaluation of individual providers should also become
easier. Under the current structure, both commanders and their staff
are evaluated on the basis of visit-counts and comparable targets.
Unfortunately, clinic visits, prescriptions, hospital days, and procedures
are not the desired final product of a medical organization. Rather,
these activities are inputs into the process of healing sick people and
maintaining the well-being of healthy people. The proposed HES
refocuses the organization to these tasks, rather than providing incen-
tives to maximize the numbers of reported visits and so forth.

Patterns of Medical Care

One can readily observe the logical consequences of the current sys-
tem. Although we gathered only informal indicators, we feel confident
that a more formal study would provide similar indications of how
current MTF staffs have responded to the present incentives. For
example, we were told in the MTFs we visited that a customary length
of stay for a normal obstetric delivery would be four or more days
(lookingacrouthormpofhocpmhmmpled) Current practice in

the private sector suggests that a two to three day stay is appropriate.
Similarly, we found considerable variation in the rate of revisitation
suggested for patients under treatment for chronic iliness (such as dia-
betes or hypertension), sometimes with such revisits occurring monthly
for a patient under stable control. This rate exceeds common civilian




practice. The prescription rates we observed commonly in MTF facili-
ties appeared also to exceed civilian rates by large factors.?

It is possible, of course, that the extra medical care provided in the
MTFs produces higher quality care than the civilian sector. But the
evidence from Rand’s Health Insurance Experiment suggests that little
if any extra health is gained from the additional visits consumed on
full coverage insurance plans. And each medical encounter also runs
the risk of hospital-based infection or other treatment-related disease.?
On net, the casual evidence we have been able to gather in our visits to
MTFs suggests that a different style of medical care would emerge
from an HES—one with more appropriate attention on the patient and
less on the production of countable medical encounters. This may also
induce better patient triage systems, such as commonly found in civil-
ian HMOs.

Enhanced Quality of Care

Quality of care should also rise under an HES, if for no other reason
than an improvement in continuity for some patients. As our evidence
in Sec. II shows, the amount of “crossing over” between systems is sig-
nificant, but not as arge as anecdotal evidence might have suggested.
Nevertheless, the enhanced continuity arising from the enrollment pro-
cess should, if anything, increase quality of care.

The other side of the quality-of-care coin is the likely necessity for
MTFs to rely more heavily on contract, rather than uniformed, provid-
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STUDY CONCLUSION: AN HES DEMONSTRATION
IS MERITED

These and other considerations suggest to us that the potential gains
from conversion of the military health care system to an HES offer
enough promise to merit further study and analysis, preferably includ-
ing a demonstration or experiment. We cannot know until more evi-
dence is in whether the potential gains more than offset the potential
and predictable costs, but we also recognisze that a demonstration may
fail where a fully implemented system would succeed.

Further, there can be no definitive statement on the desirability of
the HES concept without specifying the HES structure more com-
pletely. For many of the issues, further study is needed before making
appropriate choices. We feel confident, however, that the gains that
could emerge from an HES make further study desirable. In consider-
ing an HES, DoD must make a number of determinations about orga-
nizational structure, cost, and equity/efficiency tradeoffs. We cannot
make such judgments for DoD, but we do provide evidence on how
important such decisions appear, and we assess (crudely) the conse-
quences of aeveral prototype choices.

SYSTEMWIDE COSTS OF AN HES

costs of an HES greatly. The crucial choices include:

e How many people should the MTFs enroll?

o What copayment structure should the nonactive duty enrollees
face?

. Whathealthullomnhouldhwovidsdtomrolbu?

e What insurance premiums should enzolless pay?

e How should resources be added to MTFs as enrollment
changes?

We have noted that the target enrollment specified for the MTF
mmmmmm.mmum We




Before increasing the target enroliment for the MTF system, one
must consider eventual firm limits that will be reached at each MTF.
Inpatient bed capacity represents one eventual constraint, but it is
unlikely that inpatient beds will ever be the most binding constraint,
given the large capacity held in reserve for wartime casualties. Other
capital constraints, e.g., ambulatory clinic space, may be fairly binding,
but these can be augmented more easily through temporary quarters or
rental of commercially available office space, or through expansion of
outlying clinics under the control of MTFs. Staff constraints may also
be important, particularly with the Congressionally imposed restric-
tions on overall military authorizations and civilian employment. Con-

for those services that the MTF cannot provide.
Each of these possible constraints (possibly excepting inpatient

capacity) can be relieved by spending more money, but we cannot
munmgﬁﬂlydnwuumcnammthemmwﬁwlho

or changes in the patterns of medical practice allowing more patients
to be seen (on a long-term basis). In subsequent simulations, we will
describe this as the “low incremental budget” plan.

Alternatively, mmmmmmmmmm
added patients, ranging eventually to long-run incremental cost of new
patients. MWWM&“W:
described in subsequent simulations as a “full incremental budget”

11

We are now in a position to simulate the total costs of an NES and
to show how important aspects of an HES vary along with thess cest-
affecting decisions. Onrmhnhh%tbm
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address how the assumed choices affect other important outcomes that
blend together to determine the desirability of an HES.
To assess how these choices affect total HES costs, we have con-

ducted a simulation, bringing together a variety of data from different

sources. Briefly, we have used data from Rand’s Health Insurance
Experiment to predict the costs of providing care under various
insurance plans (full coverage, 256 percent copayment with a cata-
strophic cap, and a $250 per person deductible in 1984 dollars). These
data show total costs and insurer costs on an age- and sex-specific
basis for these plans. We then assess the mix of people most likely to
enroll in an MTF, using historical data on patterns of use. Costs of
the non-MTF enrollees are caiculated by combining these two sources
of information. Appond:xDprovidestheeomp\umprognmundm
this simulation.

We presume in making this simulation that those persons now using
thocwilnnnctorwouldeontmuemonrolltbre and those using the




mium” charged to HES enrolisss—any bealth allowance provided
minus any premium charged to the enrolless. If the health allowance
is positive and no premium is charged, the net premium is negative,
udifahrppunﬁnhchlt’d.mwthowm:h
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We provide tables, each with a number of entries specifying total
HES costs (in billions of 1983 dollars). For example, to determine the
cost of one possible HES configuration, consider the case of a 25 per-
cent copayment, with five million people enrolled into the HES, under
the assumption that full incremental resources are added as enroliees
are added, and that a net premium of $100 is charged to the single
enrollee. This combination (25 percent copayment, high incremental
budget) is shown in Table 6b. At the row for $100 net premium, for
five million enrollees, we find a predicted total HES cost of $5.4 bil-
lion. Similarly, the simulated cost is $7.3 billion for a full coversge

These simulations assume that no private insurance is held by indi-
viduals enrolled, and therefore that no benefits are peid by private
insurance. If such private plans do pay benefits, total HES costs fall
dollar for dollar (assuming the private plans legally must be the pri-
payer). Thus, the data in these tables could overstate HES costs
by $0.5 billion to $1 billion or more on some plans, but the incentive to
continue to purchase that private imsurance vanishes under many
potential configurations of the HES embodied in these tables.

With this in mind, we can see how well the simulations track actual
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Table §
ILLUSTRATIVE COSTS FOR AN HRS: LOW INCREMENTAL BUDGET*
(§ billions 1983)
Net
PremiumP Millions of MIF Enrollees
($ per .
Enrollees) 4.0 5.0 6.0
Sa. Zero Copayment Plan®
-200 ‘ $8.6 $7.8 $7.1
-100 7.9 7.2 6.4
0 7.3 6.5 5.7
100 6.6 5.8 5.1
200 5.9 5.2 4.4
Sb. 25% Copayment Pland
-200 $7.7 $7.1 $6.6
-100 7.0 6.5 5.9
0 6.3 5.8 5.3
100 5.7 5.1 4.6
200 5.0 4.3 3.9
Se. $250 Deductible Plea®
-200 $7.5 $7.0 $6.5
-100 6.8 6.3 5.8
0 6.2 5.7 5.2
100 s.S 5.0 4.5
200 4.8 4.3 3.8

SLow incrementa] budigst odds oso pér person por yesr
for each enrolled beyond 4 miliion persoms.

Not pmd- - (pn-m health. cllenm) por persca.
See Sec. III for uqlm thuuu

“rll emnp for besic plan sezvices for uuettn duty
poccent. sgpeymat Soc Basic plan mmm‘w
pormems, suhject Sp amtastreghis cep. .
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Table 6
ILLUSTRATIVE COSTS FOR AN HES: FULL INCREMENTAL BUDGET*
(8 billions 1983)
Net
Premium® Millions of MIF Enrolless
($ per
Enrollees) 4.0 5.0 6.0
6a. Zero Copayment Plan®
-200 $8.6 . §8.1 $7.7
-100 7.9 7.5 7.0
0 7.3 6.8 6.3
100 6.6 6.1 $.7
200 5.9 5.5 5.0
6b. 25% Copayment Pland
-200 $7.7 $7.4 $7.2
-100 7.0 6.8 6.%
0 6.3 6.1 5.9
100 s.7 5.4 5.2
200 5.0 4.8 4.5
6c. $250 Deductible Plan®
=200 $7.5 $7.3 $7.1
«100 &8 6.6 6.6
0 6.2 6.0 5.8
100 8.3 5.3 5.1
200 4.8 4.6 4.4

'tnu hetmul W adds M PEr POrson per year
for esach ensolles beyond 4 million persoms.

‘lu preaium = (prepinn - health auovnu) m perseon.
m $ec,. 111 foxr complete discussiom, .

- ‘hn covetags !or iilh;hn uwuu for mctiv. duty
m e !
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of the central issues would be needed before the most accurate possible
cost predictions could be made.

While these tables address the issue of costs only on the surface,
they allow considerable intuitive exploration of the consequences of
various HES configurations. For example, consider how one could
assess the consequences of introducing a 256 percent copayment, rather
than a full coverage plan for nonactive duty persons. We will assume
that four million people are enrolled into the MTFs on the zero coin-
surance plan and the net premium is $100 per person. Overall costs
would fall by $0.9 billion (e.g., $6.6 billion to $5.7 billion, taken respec-
tively from Tables 5a and 5b). The costs fall both because of lower
utilization by nonactive duty persons, and also because part of the
financial burden has shifted from the DoD budget to nonactive duty
individuals.

But the lower visit rates that we could predict with such copayments
allow additional enroliment into the MTF with the same resource base.
Roughly, if total enrollment is four million (1.5 million active duty and
2.6 million nonactive duty) with zero copayments, then introducing a
25 percent copayment should cause patient demand to fall by 12 to 13
percent (arising from a 20 percent decline in demand for five-eighths of
the population). This would allow expansion of the enrollment to
approximately 4.5 million without adding new resources. Interpolating
between data points shown, this causes the simulated cost of the HES
to fall to $5.4 billion (interpolating between $5.7 and $5.1 billion in
Table 5b). Thus, the net effect on coste from introducing the 26 per-
cent copayment would better be represented by a savings of $1.2 billion
($6.6 billion va. $5.4 billion). Thuexmm,meffect,holdsoomtunt

health allowance (i.e., decreasing the net premium) are found by mov-
relevant column in Table 5b. Thus, for example, DoD
might choose to offset the 25 percent copayment with a reduction of
$100 in the net premium. The cost to DoD would then increase from
to $6.1 billion, still $0.5 hillion lower than the case with no coin-
surance payments and a net premium of $100 per enrolles. Thus, the
financial consequences of providing offsetting payments can be learned.
The implicstions for recruiting and retention, and the training cost
consegquences of the differential turnover in the active duty force may
be even more important financially than the incremental budget costs.
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We have not assessed the financial implications of copayments and
health allowance combinations beyond the health care system itself.
Formal models of retention behavior could estimate the consequences
for various combinations of choices.

Similarly, the decision about how rapidly to add new resources into
the MTF (as enrollment targets change) can also be assessed. To con-
sider but one example, suppose a 25 percent copayment plan were
chosen, with zero net premium, but that 5.5 million people were to be
enrolled into the MTFs. If resources are added to the MTF at the full
incremental rate, then the system cost (interpolating between two
entries in Table 6b) would be $6.0 billion. By contrast, if the low
incremental budget were used, the cost would be $5.5 billion (interpo-
lating between two entries in Table 5b). The decision to reduce costs
by $0.5 billion would, of course, imply increased tightness in the MTFs,
longer patient queues, greater delays to appointment, less availability
of medical personnel and other resources, and (presumably) reduced
quality of care. A carefully planned demonstration would help DoD
understand better the implications of such decisions.

CONCLUDING SUMMARY

Enrolling DoD health beneficiaries into an HES offers promise of
improvement in a number of areas. With a clearly defined population
base, planning and management in MTFs should improve. The incen-
tive structure under an HES should also promote a better focusing of
care provided, since the incentives will point toward care of patients,
rather than accumulation of counts of activities. Quality of care should
increase, if for no other reason than from enhanced continuity of care
for the population currently using both MTFs and CHAMPUS care.

The final desirability of an HES cannot be known completely from
existing data. How the altered incentives will change patterns of medi-
cal treatment and use of care must be observed in a demonstration
before the actual outcomes could be understood.

Before an HES could be used universally in DoD, the system must
be specified more compietely. This would include choice of copay-
ments, premiums, offestting health allowance, target enrollment into
the MTFs, and the rate at which new funds were added to the MTT in
response to increased enroliment.




VIII. DIMENSIONS OF AN HES
DEMONSTRATION

DoD does not possess sufficient information to structure an HES for
full benefit. We have concluded that a demonstration of the HES con-
cept would allow DoD to better evaluate the concept, allowing impor-
tant design parameters to be tested before any final choice is made.
Such a demonstration should be carefully designed to provide variation
in the important characteristics of the HES, and data gathering should
be anticipated to answer questions we have been able to address only
partially.

A demonstration adequate for resolving the remaining questions
would take a year to plan. Each site should operate an HES for two
years, with data for evaluating the MTFs being collected during the
second year and final analysis of the demonstration taking another
year. The number of sites would depend on the parameters to be
varied. Of course, the sites should include a spectrum of MTFs.
Several sites within the same geographic region should be included to
test systems for transferring patients among MTFs. To supply
answers to questions about the feasibility and desirability of an HES, a
demonstration should vary:

1. The targets for MTF enrollment, given the MTFs’ resource
levels.

2. The net premium, after subtracting any health allowance.

3. If desired, the copayment level. '

mmwumwmmmmnm
planning for succeeding sites can reflect the enrollment responses at
the first sites. We expect that the beneficiaries will alter their enrcll-
ment choices in response to changes in the net premium. The net
premium structure. at each site should be designed to achieve the
mnmmmmmmmmmmm-n
and yield data on beneficiary response to the net premium levels,

H

Evalustion of the demonstration should monitor the following:
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1. The beneficiaries’ enrollment decisions.

2. Medical care utilization by specialty and by diagnostic and
procedural category in MTF and non-MTF plans, including
supplemental care for MTF enrollees.

3. Third-party insurance held by participating families before,
during, and after the demonstration, and the effects of
changes in third-party coverage on DoD costs.

4. Productivity of MTF resources, referral patterns, and treat-
ment patterns.

EXPERIMENTAL VARIATION IN A DEMONSTRATION

We were unable to answer finally the question of whether an HES
would be desirable because we could not determine how enrollment
decisions and medical care utilization would vary with the conditions of
the HES. A demonstration that did not vary these conditions could
not necessarily resolve the desirability issue. At a minimum, a demon-
stration should allow its evaluators to observe the MTFs operating
under different resource constraints and the beneficiaries making
choices under different financial incentives.

Level of MTF Target Population

Significant variation in MTF target population should be introduced
into the demonstrations. Improved planning models can be used to set
a base target, but such models must be calibrated against actual activi-
ties in the MTFs. Thus, some MTF's should be faced with targets sub-
stantially greater—perhaps 10 to 20 percent—than the models assume
they can handle with their resources. Similarly, some MTFs should be
targeted 10 to 20 percent lower than the models suggest. We offer the
10 to 20 percent range of varistion only as an example. The actual
varistion in a demonstration should be based on a more detailed
inspection of available data on MTF and civilian HMO provider pro-
ductivity than we could make.

Financial Incentives To Earell

In Sec. II, we described the types of enrcliment that we would antic-
ipate if nothing eles changed in the MTF aystem. But the very pur-
pose of the HES is to iwotheuchn.. Thus, it would also appear
desizable to evaluate a
(or non-MTT) plans. hMﬂnutMpcm(u

i
i
i
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discussed in the simulations of Sec. VII) should vary in the demonstra-
tions. Since the net premium could vary family by family in a demon-
stration, nothing prevents DoD from achieving considerable experimen-
tal variation in the net premium structure within each demonstration
site. If 80 desired, the beneficiaries participating in the demonstration
could be compensated with lump-sum payments if they are given a less
desirable financial package. Again, further design is called for before
the demonstration is undertaken.

Particular attention should be paid to the types of persons choosing
MTF enrollment. Modeling to predict enrollment, such as begun in
Sec. 11, should be based on data gathered in the demonstration. And
the medical care used by MTF and non-MTF enrollees should be mon-
itored to learn if our (crude) predictions about patient load and patient
mix would continue to stand up under the more complex world posed
by the demonstration HES.

Copayment Levels

DoD may also wish to experiment with different copayment struc-
tures in the basic plan offered during a demonstration. We would
place lower priority on this demonstration feature than others, how-
ever. Considerable scientific and experimental evidence already exists
to show the effects of copayments on health care use (Newhouse et al.,
1981). Attempting to replicate that information in an HES would
confound understanding of other important design issues. Thus, DoD
should carefully consider whether existing studies would suffice for ini-
tial planning, despite their not including military persons in the sam-
ple.

If a single copayment level were chosen, that level should be greater
than the current level of zero. Introducing a significant copayment
would allow verification of the assumption that nonactive duty benefi-
ciaries would respond as civilian users do to copayment and would pro-
vide experience in integrating copayments and transfer payments for
MTT referrals.

CHOICES OF NON-MTF INSURANCE PLANS

DoD would likely wish to develop an entire set of alternative non-
MTT plans when and if & complete HES operates. However, during an
interim demonstration, a more simple choice might be useful. DoD
should investigate the opportunity to use the FEHBP system as the
alternative insurance plan set for any demonstrations of an HES. The
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only changes needed would be modifications of the contracts held with
certified FEHBP insurance plans and HMOs in the areas used for
demonstration, and these changes could be limited in duration if
desired. We would anticipate ready agreement from private insurance
carriers and HMOs to participate in such a demonstration, particularly
if the prospect arose of a larger, permanent relationship between the
HES and such carriers.

DoD will need a mechanism to administer the basic plan during a
demonstration as well. Two choices are open. First, CHAMPUS could
set up a special section to administer this system and use the demon-
stration period to gain experience for any permanent HES. Currently,
CHAMPUS administers two insurance plans—one for active duty
dependents and another for nonactive duty households. Administering
a demonstration basic plan should not prove difficult for CHAMPUS if
given sufficient time and resources. The alternative would find DoD
contracting with a private carrier or administrative-service-only firm to
administer the demonstration basic plan. This choice would seem
more logical if DoD planned toward an eventual private administration
] of the basic plan in an HES (as the current FEHBP system is admin-
: istered by private companies and supervised by the Office of Personnel
' Management of the government).

g
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ORGANIZATIONAL AND FINANCIAL PLANNING

The HES concept relies on a system of transfer payments among
MTFs, providing both the transfer of funds when one MTF provides
care for another’s patients and appropriate incentives for MTF com-
manders on both sides of the patient transfer. A demonstration should
evaluate the feasibility of creating a transfer pricing scheme with the
desired incentives. If DoD or each Service wishes to emphasize the
value of transferring complex teaching patients to medical centers
within the MTF system, then the transfer payment system should pro-
vide appropriate financial incentives for such transfers.

Several financial changes must be put in place before demonstrating
an HES, Amochanhmtopmdoformdadmnuterthnrcplwemnt

by that physician and staff.) Rules must be set in place
establish the conditions for replacing the person on a temporary
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basis (the lower cost amount) versus purchasing the equivalent services
in the private sector (a higher cost amount).

Similarly, a reinsurance plan must be developed, protecting the
MTF against unusually costly patients. We view the proper design of
this reinsurance scheme as important in preserving financial incentives
for MTF commanders and staff. A plausible basis on which to admin-
ister the plan is one of accumulated expenses on each patient: Cata-
strophic expenses to the MTF (e.g., above $25,000 per patient) would
invoke insurance payments. But this plan requires some basis of cost-
ing out current care. The same system used for transfer payments
seems appropriate.

Similarly, charges must be determined for services rendered in the
MTFs. One scheme would establish a copayment structure comparable
to the one faced by enrollees in the basic fee-for-service option. For
example, if the insurance plan required enrollees to pay 25 percent of
all costs, subject to a catastrophic cap, the civilian market will provide
the set of prices for each service against which the copayment will be
assessed. To achieve comparability, a similar set of prices must be
employed in the MTFs and MTF enrollees charged the same 25 per-
cent. Again, the system designed for transfer prices could be employed
as a basis for charging patients. An alternative acheme would charge a
flat fee for all MTF services, as civilian HMOs do. This second
scheme is easier to administer.

Under either MTF pricing scheme, DoD would maintain MTF prices
equal across regions (or nearly so), providing extra incentives for enrol-
lees to join the MTF in those regions where local care was extremely
expensive. And in contrast, in those regions where local care was rela-
tively inexpensive, more enrollees would choose the civilian option. On
mt,thlllhwldpmndaDoDthhMﬂmformﬁonnboutcm
minimizing transfers of resources across MTFs.

DoD will also need authority to administer the health allowance, if
such a mechanism is employed. We believe that the health allowance
usefully serves two purposes. It resolves problems of fairness (degrada-
tion of benefits issues), and it provides a management tool to help bal-
ance demand and supply for MTFs. But the latter function requires
some DoD flexibility in administering the health allowance. Thus,
enabling legislation for the health allowance should include a band of
allowable payments from DoD to enrolless, constrained at the top end
byovnallhndphryconoommdatthobottomondbymnimnl%
ness” payments.
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DATA SYSTEMS

No HES could operate well under existing data systems available to
the MTFs and to DoD. The system cannot track individuals suffi-
ciently well, and many MTFs cannot usefully gain access to the current
DEERS system. Before a demonstration of an HES could begin opera-
tion, each site used as a test would have to have in place a functioning
enroliment system. While a manual system could probably accommo-
date single-site demonstrations, a much preferred choice would intro-
duce an interconnected computer-based system linking together the
enrollment information of each MTF and the central non-MTF enroll-
ment authority.

The most logical basis for such a system is the current DEERS sys-
tem. This system would have to be augmented in several ways to per-
form the functions needed for an HES enrollment. First, it would have
to incorporate information about plans in which individuals were
enrolled. If individuals reenrolled in a different plan, the system must
adjust automatically and immediately, and similarly if individuals relo-
cate and a change of plans is required. (Some non-MTF plans will
offer national coverage, and no reenroliment would be needed. Such
plans will likely prove popular among mobile families.)

If the HES pian allows copayments, and if there is a charge for
premiums, then the system must accommodate information about accu-
mulated payments by individuals. For example, if the plan chosen has
a 25 percent coinsurance subject to a 5 percent of income cap, then the
enrollment data system must provide information about the income cap
and must accamulate annual expenditures to be sure the cap has not
been exceeded. Depending upon the financial collection system chosen,
this information must be provided to the MTF at the time care is pro-
vided, 80 it can collect or arrange for the appropriate treatment of
copayments. If care is acquired off-site, the system must accommodate
any payments made by the patient there (and determine if they accu-
mulate toward the expenditure cap). These systems are common in
commercial insurance plans. It should be possible for the DoD to con-
tract for development of such a system or incorporation of these con-
cepts into DEERS, if copayments are used.

The demonstration site MTFs aleo should have installed sll
TRIMIS data systems and sutomated UCA and USM systems. Early
in the planning stages, the data management schemes and reporting
software embedded in these systems should be evaluated for their abil-
ity to support an evaluation of the demonstration.
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AN ALTERNATIVE CHOICE: PHASED IMPLEMENTATION

As discussed in Sec. I, if DoD has concluded that the concept of an
HES is desirable, then in lieu of a demonstration, DoD could procesd
with a phased implementation of the HES. Hence, we wish to point
out the steps that DoD could take to proceed with phased implementa-
tion. As will be obvious, these steps largely replicate the activities that
we feel necessary to undertake before a realistic demonstration of the
HES concept could proceed.

Augment DEERS to provide capability for carrying further
information about individuals (such as insurance plan chosen in
an HES) and accumulation of expenditure information by fami-
lies in case income-related copayments or catastrophic cape are
Establish mechanisms in MTFs for collection of copayments.
Devise a formal model for determining population-based utiliza-
tion rates.

Develop capacity measures for individual MTFs.

Develop a system to provide replacement budgets for MTFs.
Develop a system to provide a reinsurance system to replace the
current ad hoc “unfunded requirements” system.

Develop a set of medical care prices that could be used (a) for
inter-MTF transfers, (b) for sharing agreement with the
Veterans Administration, (¢) for billing civilian insurers if
Congress 50 authorises, and (d) to provide a basis for charging
beneficiaries if copayments are chosen.

Relax civilian hiring restrictions.

Some of these steps would prove desirable for efficient and effective
operation of the MTF system even as currently designed.
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questions asked respondents about the source each family member gen-
erally used for treatment and advice, and other questions asked for
sources actually used for visits and inpatient care. Though we have
not directly compared these data with alternative information for 1978,
the HSUS responses appear internally consistent and similar to what
would be expected on the basis of health care and expenditure patterns
seen in other data from military information systems. We believe the
survey responses on sources of care are reasonably accurate and
representative.

The HSUS data possibly understate levels of use, especially numbers
of ambulatory visits per capita. Incomplete recall is one likely explana-
tion. Lacking comparative data on 1978 MTF and civilian use levels,
we could not test the hypothesis that recall error is randomly distrib-
uted with respect to eligibility categories or sources of health care.
However, comparisons among the eligibility categories and sources of
care showed no signs of anomalous results; for example, the data met
our expectation that older adults would have more use than younger
ones. We have designed the analysis of utilization data to yield valid
conclusions despite underreporting, provided it is randomly distributed
among individuals and sources of care.

After examining the HSUS data on types of ambulatory visits, we
declined to use them in the analysis. The survey asked respondents to
categorize visits as “regular, emergency, obstetric, or other.” Though
sensible patterns are seen in the total visits data, we could not discern
patterns in the individual types of visits. We suspect that respondents
found it difficult to distinguish among the types of visits (e.g., is a viait
for an infant with a fever an “emergency” visit?), and may even have
found it difficult to enter the data correctly, given the physical layout
of this section of the survey instrument.

SAMPLING FOR ANALYSIS
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missing relationship codes. The original data file had 11,970 individual
records, and the above criteria limited it to approximately 11,500 per-
sons or about 4300 families (the vast majority of deletions being due to
missing “relationship to sponsor” codes).

Dependent parents (of which there were about 150 in the sample)
were not included in our analyses. We judged that this short-term
feasibility study could not properly monitor any special behavior pat-
terns among dependent parents, and that they were few enough in
number to be omitted without jeopardizing the study’s general conclu-
sions.

A few further deletions were made in the individual-level analysis
for obvious out-of-range ages after taking account of the person’s indi-
cated relationship to sponsor. Depending on the particular table or
calculation, further observations were deleted if necessary variables had

In any calculation involving numbers of ambulatory medical visits in
the last 12 months, a response was coded as missing (rather than zero)
if the variable indicating zero visits was not flagged. Since the visits
data contained only positive numbers, there was no way to distinguish
zero visits from nonresponses without this flag variable. The same
procedure was used for calculations involving numbers of hospital
admissions, since these data were also only positive responses with a
corn-pondmgvmabletoﬂutholemthnohupmladmunommthe
last year.

TABULATION RESULTS

Tables A.1 through A.4 provide supporting documentation for the
“Basic Findings from Tabulations” portion of Sec. II. The data for
those tables are unweighted.

QUASI-ENROLLMENT CLASSIFICATION

Table A5 describes the criteria by which we assigned each 1978
HSUS respondent to one of 14 quasi-enroliment classificstions, and
Table A.6 shows how respondents were distributed among the classifi-
cations. As the tables indicate, the classifications were then grouped
for the simulstion analysis reported in Sec. Il. Deta from a demonstra-
the 14 classifications. For simulation purposss, however, eutire groups
were assumed to enroll with one health care source or another.
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Table A.1

PERCENTAGE OF ACTIVE DUTY HOUSEHOLDS CITING DIFFERENT
USUAL SOURCE COMBINATIONS, BY SERVICE BRANCH

Usual Source Air All
Patterns Marines Navy Army Force Branches

All dependents 79.0 80.9 81.9 88.7 83.6
cite MIF
All dependents

cite civilian 14.5 13.4 10.0 5.3 9.6
Other responses 6.6 5.7 8.1 6.1 6.8
Number in sample 76 157 259 247 739

SOURCE :
excluding dependent parents.

Authors’' calculations from unweighted 1978 HSUS data,

NOTE: Excludes households with only one member and those that
did not report a usual source for all members, and active duty

households having no spouse.

Table A.2

PERCENTAGE OF NONACTIVE DUTY HOUSEHOLDS CITING DIFFERENT
USUAL SOURCE COMBINATIONS, BY SERVICE BRANCH

Usual Source Air All

Patterns Marines Navy Army Force Branches
All dependents

cite MIF 43.9 35.6 41.9 49.0 42.6
All dependents

cite civilian 37.7 43.9 36.6 33.1 37.5
Other responses 18.4 20.5 21.5 17.9 19.9
Number in sample 212 551 670 641 2074

SOURCE: Authors' calculations from umweighted 1978

_HSUS dats, excluding d

includes single~person households.

t parents.
NOTE: Excludes households that did not report usual
sources for sl]l members and single-parent families, but

e
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Table A.3

PROXIMITY OF ACTIVE DUTY AND NONACTIVE DUTY
HOUSEHOLDS TO MTFs, BY SERVICE BRANCH

% of Spouses Within 30 Min of an MTF

Service

Branch Active Duty Nonactive Duty
Marines 79 56
Navy 82 62
Army 68 58
Air Force 89 60

SOURCE: Authors' calculations from unweighted
1978 HSUS data, excluding dependent parents.

In Sec. II's simulations, the observations were weighted to account
for differing survey nonresponse rates by Service branch and sponsor
status. Since the distribution of ambulatory visits by type of facility
(MTF, civilian, Veterans Administration, other) was used to assign
individuals to the quasi-enrollment classes, persons not responding to
the visits questions could not be classified. Therefore, for ambulatory
visits calculations, the actual response rate consisted of the overall sur-
vey response rate multiplied by the visits questions response rate. The
reciprocal of this adjusted response rate was used to weight the yearly
number of ambulatory visits to estimate the total effects on MTF
demand. The same procedure was used to calculate an appropriate
weight for inpatient data; there was often a higher nonresponse rate to
the questions on hospital usage.

For the hospitalization data, a nonresponse was counted only when
both the number of admissions and number of inpatient days were
missing with no flag indicator of sero admissions. Since we wished to

‘retain as much inpetient data as possible, the following imputation

procedures were used for partially missing hospitalisation data:
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Table A.6
QUASI-ENROLLMENT CATEGORIES FOR MHSS ELIGIBLES
Classifi-
Group cation Description
Active duty 0 All active duty sponsors
MIF-reliant 1 Usual source = MTF and all visits to MTF
(visits > 0)
2 No usual source, but all visits to MIF
(visits > 0)
MTF-preference 3 Usual source = MIF and most visits there
Crossovers (visits > 0)
4 Usual source = MTF but zero visits
5 Usual source = MIF but not most visits there
(visits > 0)
[ No usual source but most visits to MTF
Civilian-preference 7 Usual source = civilian and most visits there
crossovers 8 Usual source = civilian but zero visits
9 Usual source = civilian but not most visits
there
(visits > 0)
10 No usual source but most visits ciyilian
Civilian-reliant 11 Usual source = civilian and all visits there
(visits > 0)
12 No usual source but all visits civilian
(visits > 0)
Infrequent users 13 No usual source and zero visits
All others 14 Not grouped because of lack of usual source,

reliance on "other" source, or neither
civilian nor MIF-reliant visits pattern

(e.g., an allowable maximum of four admissions if they had
some inpatient days in all four facility types). Of these 56 per-
sons, 48 had spent 10 days or less in the hospital.

Table A.7 lists our calculated ambulatory and hospital visits
response rates and weights. For example, retired Army families had a
survey response rate of 84.3 percent and an ambulatory visits response
rate of 97.1 percent in the coded data; thus, their ambulatory visits
response rate was 0.843 x 0.971 = 0.819, mdthomi;htmmdﬂmr
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Table A.6

PERCENTAGE DISTRIBUTION OF ELIGIBLES AMONG QUASI-ENROLLMENT
CLASSIFICATIONS, BY SERVICE BRANCH: 1978

All
Classification Army Navy Marines Air Force Branches
0 (Active duty) 18.2 15.0 17.2 12.2 15.6
1 29.1 24.4 28.6 31.1 28.5
5.2 3.5 3.7 5. 4.8
Subtotal: MIF-reliant 34.5 27.9 32.3 36.7 33.3
3 3.9 4.3 4.6 4.8 4.3
4 6.0 5.6 4.6 6.2 5.8
5 4.6 5.1 4.8 5.3 5.0
6 0.9 0.9 0.9 0.6 0.8
Subtotal: MTF-
preference crossovers 15.4 15.9 14.9 16.9 15.9
7 1.7 1.5 1.2 1.2 1.4
8 2.9 4.4 2.9 2.8 3.2
9 2.6 2.7 1.6 2.5 2.5
10 0.7 0.6 0.4 0.7 0.6
Subtotal: civilian-
reliant 7.9 9.2 6.1 7.2 7.7
11 11.8 17.7 16.8 14.2 14.4
12 3.4 3.9 2.9 3.5 3.5
Subtotal: civilian-
preference crossovers 15.2 21.6 19.7 17.7 17.9
13 Infrequent users 4.0 5.6 4.5 5.6 4.9
14 All others 5.1 4,7 5.2 3.7 4.6
Total:® 100.0 100.0 100.0 100.0 100.0

SOURCE: Authors' calculations frow weighted 1978 HSUS data, excluding
dependent parents.

%petail may not add to totals due to rounding.
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Table A.7
RESPONSE RATES AND CORRESPONDING WEIGHTS

Survey Ambulatory Vis its? Hospital Admiss ions®
Beneficiary Response !
Category Rates Sponsor Dependent Sponsor Dependent ‘

Question Response

Active Duty

Aray 0.394 0.951 0.959 0.931 0.969

Navy 0.470 0.972 0.978 0.972 0.9%

Marines 0.498 0.981 0.944 0.955 0.936

Air Force 0.650 0.980 0.963 0.963 0.962

Retired A

Army 0.843 0.971 0.957

Navy 0.828 0.969 0.943

Marines 0.752 0.987 0.934

Air Force 0.820 0.980 0.950

Sm-vivorsb

Army 0.625 0.932 0.888

Navy 0.625 0.956 0.887

Marines 0.625 0.952 0.895

Air Force 0.625 0.932 0.939
Calculated Weights

Active Duty

Army 2.67 2.65 2.73 2.62

Navy 2.19 2.18 2.19 2.22

Marines 2.05 2.13 2.10 2.15

Air Force 1.57 1.60 1.60 1.60

Retired

Arwy 1.22 1.26

Navy 1.28 1.28

Marines 1.35 1.42

Air Foxce 1.26 1.28

Survivoub '

Retired

Army 1.22 1.24

Navy 1.25 1.28

Marines 1.35 1.42

Air Force 1.26 1.28

Survivm'lb

Army 1.72 1.80

Navy 1.67 1.80

Marines 1.68 1.79

Air Force 1.72 1.70

SOURCE: Survey response rates from Office of Plsnning
and Policy Analysia (1979); other calculstions by the authors
from 1978 HSUS data.

'Smuto response rates and weights for sponsors and
dependents were used only for active duty families.

survey response rate for survivor beneficiaries was
not given separately by service branch.
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SIMULATION ANALYSIS

The simulation analysis in Sec. II uses weighted data to compute the
MTF utilization changes that would have occurred if some crossover
users had received all their care from MTFs and others had received all
care from civilian providers. For each simulation assumption, the
MTTF utilization changes are measured as percentages of the utilization
levels shown in Table A.8.

Table A9 reports the detailed percentage changes computed for
individual crossover groups, in the aggregate and for the MTFs
operated by the three Military Departments of DoD. The scenario
results reported in Sec. II represent combinations of the component
changes from Table A.9. For example, the Universal Enrollment
scenario assumes that all the crossover groups enroll in the MTF, so
the total increase in MTF inpatient days in all Service branches is
1569 + 10.6 + 20.1 = 46.6 percent.

Table A.10 shows the composition of each quasi-enrollment group in
terms of the fraction of each group’s individuals whose sponsors were
in various eligibility categories. These data were used in the Sec. II
analysis to assess the effects of a priority enrollment system for active
duty dependents.

THE ENROLLMENT CHOICE MODEL

According to the preliminary model, an individual’s quasi-enrollment
decision is explained by the variables described in Table A.11. We
stratified the survey sample into: (a) nonactive duty adults: retired
sponsors and their spouses; (b) active duty spouses: female spouses of
active duty sponsors; and (c) children: all dependent children.?

Using the data for the sample in each stratum, we applied a max-
imum likelihood polytomous logit technique, also known as conditional
logit. This is a regression-like statistical procedure in which the
dependent variable can assume one of several discrete values. In our
model, there were three possible alternatives: MTF-reliant, civilian-
reliant, or any other quasi-enrollment classification.

We used STATLIB (Brelsford and Relles, 1981) statistical software
in estimating our equation. The general form of the equation for the

probability of an individual choosing a particular alternative is:

Sindividusls, such as mals active duty spousss and surviving spouses, who did net
satisfy any of the stratification criteria, were omitted from the test analysis.
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Table A.8
1978 HSUS REPORTED HEALTH CARE UTILIZATION

Service Branch

Aggregate Navy and
Type of Use Number Army Marines Air Force
Ambulatory visits 47,231 18,484 15,330 13,417
Inpatient stays 1,774 799 506 469
Inpatient days 13,160 6,359 3,902 2,898

SOURCE: Authors' calculations from HSUS data, weighted
for nonresponse and excluding dependent parents.

J
pi U1 Xy = e 2 ehXe
i

where i indexes people, j (or k) indexes alternatives, J is the total
number of alternatives possible, X is the vector of explanatory vari-
ables, and 8 is the vector of regression coefficients. Each coefficient
shows how a change in variable X; affects the probability of choosing
alternative j relative to some other.

Letting c(1), ¢(2), ...., c(n) denote the outcome choices of the n
individuals, the log likelihood function of the vector of coefficients is:

log L(8) = 2 log plic(i)).
i=l ’

The polytomous logit procedure finds the estimated coefficients that
maximize this function.

Tables A.12, A.13, and A.14 present the complete estimated polyto-
mous logit equations. The large-sample standard error of an individual
coefficient is shown, and its significance is demonstrated by its t-
statistic. Variable names with a suffix of “.M" indicate the coefficients
affecting the probability of being in an MTF-reliant quasi-enrollment
group, and the suffix of “.C” pertains to coefficients for the civilian-
reliant group. (All other groups was the omitted outcome : category.)
All equstions converged in five or six iterations.
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& Table A.10

SPONSOR’S STATUS DISTRIBUTION WITHIN QUASI-ENROLLMENT

: GROUPS: 1978

; % of Group's Eligibles

{ Whose Sponsors Are:

: Active All

Group® Duty Retired Deceased Sponsors®

MTF-reliant 54.7 39.2 6.1 100.0

: MTF-preference crossover 40.8 46.0 10.1 100.0

: Civiljan-preference crossovers 23.6 65.3 11.1 100.0

-‘ Civilian-reliant 11.0 73.1 15.8 100.0
Infrequent users 14.1 76.8 9.0 100.0
All others 21.9 65.1 13.0 100.0

SOURCE: Authors' calculations from weighted 1978 HSUS data, excluding
dependent parents.

aGroup A excluded because all its members are active duty
sponsors.

chtail may not sum to totals due to rounding.

, The DIFFGRP variable was not included in the equation for active
: duty spouses, since they were assumed to choose the source of care for
their children as well as themselves; accordingly, the sources used by
’ other family members would not be exogenous to the active duty
spouse’s choice of source. Other variables were excluded from a partic-
-: ular sample’s equation either because of previously demonstrated non-

significance (AGE for active duty spouses, FEMALE for children) or
irrelevancy (e.g., ADUTY for retired adults).
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Table A.11
EXPLANATORY VARIABLES IN THE PRELIMINARY QUASI-ENROLLMENT MODEL

Label Description

M, C Intercept term for the probability of membership in the
MIF-reliant or civilian-reliant groups, respectively

AGE Individual's age, in years

TRAVIM Travel time to the nearest MTF, in minutes

INCOME Family income

EDUCATION Educational attainment of the individual (for adults) or
of the active duty or retired spouse (for children)

OTHERINS Dummy variable = 1 if household has any insurance other
than CHAMPUS

NONWHITE Dummy variable = 1 if individual is nonwhite

KIDS Dummy = 1 {f the individual’'s household includes one or

more dependent children

DIFTGRP Dummy = 1 if at least one other family member (aside
from the active duty sponsor) is in a different quasi-
enrollment group from the individual in question

ADUTY Dummy = 1 if the sponsor is on active duty

FEMALE Dummy = 1 if the individual is female

NAVY, MAR, AF Dummy = 1 if the sponsor's branch is the Navy, Marines,
or Air Force, respectively




ITERATION 6, LOGLIK=-575.859, CONVERGED
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‘ Table A.12
POLYTOMOUS LOGIT POR QUASI-ENROLLMENT PFOR ACTIVE DUTY
FEMALE SPOUSES
SAMPLE SIZE . . . . .. .. 729
SUM OF WEIGHTS . . . . . . 729
| NUMBER OF PARAMETERS . . . 20
e LOG LIKELIHOOD . . =575.8587
j VARIABLE COEFFICIENT ESTD STD DEV T
: 1M 3.2016D-01 5.8113D-01 0.5509
! 2¢ -3.0028D+00 1.1869D+00 ~2.5300
3 TRAVIM___.M .1439D-02 5.0567D-03 .2398
4 INCOME___.M .8706D-06 1.0792D-05 .3587
5 EDUCATION.M .1546D-02 4.2775D-02 .2699
6 OTHERINS_.M .6762D-01 2.5151D-01 .8472
7 NONWHITE_.M .9109D-02 2.0368D-01 .1920
8 KIDS____.M .6106D-01 2.0431D-01 .7462
9 NAVY_____ .M .7166D-02 2.2827D-01 .2942
10 MAR_____ .M .3379D-01 2.9523D-01 .1306
11 AF_____ M .0327D-01 1.9776D-01 .0279
12 TRAVIM__.C  6.6590D-03 3.5521D-03 1.8746
13 INCOME___.C  2.2533D-05 2.1207D-05 1.0625
14 EDUCATION.C - 1.0085D-02 8.8598D-02 0.1138
15 OTHERINS_.C  9.1548D-01 3.8305D-01 2.3899
16 NONWHITE_.C  -4.8043D-01 4.8427D-01 -0.9921
17 KIDS__.C  7.5085D-02 3.9555D-01 0.1898
18 NAVY____.C - 6.2205D-01 4.4157D-01 1.4087
19 MAR_____.C  7.5052D-01 5.6153D-01 1.3366
20 AF_____.C  -3.7986D-02 4.6395D-01 -0.0819
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Table A.13
POLYTOMOUS LOGIT FOR QUASI-ENROLLMENT FOR RETIRED ADULTS

SAMPLE SIZE . . . . . . . . 2379
SUM OF WEIGHTS e e e o4 .. 2379
NUMBER OF PARAMETERS e 26
LOG LIKELIROOD . .=2319.2444
VARIABLE COEFFICIENT ESTD STD DEV T
1M 1.6380D-01 4.1035D-01 .3992
2C -3.1831D+00 5.4136D-01 .8798
3 AGE M 4.4285D-03 5.3887D-03 .8218
4 FEMALE__.M -1.4976D-01 1.0195D-01 .4689
5 TRAVIM__.M  -1.0955D-02 1.4229D-03 .6990
6 INCOME__.M  -1.6048D-06 4.6523D-06 .3450
7 EDUCATION.M 1.5496D-03 2.1946D-02 .0706
8 DIFFGRP_.M 1.4542D-02 9.7758D-02 .1488
9 OTHERINS_.M  -5.4623D-01 1.0815D-01 .0508
10 NONWHITE_.M  -1.8462D-01 1.4133D-01 .3063
11 KIDS____.M 1.4053D-01 1.0745D-01 .3079
12 NAVY._____.M  -4.1685D-02 1.2917D-01 .3227
13 MAR M 2.2118D-01 1.7056D-01 .2968
14 AF______ .M 2.1002D-01 1.1347D-01 .8508
15 AGE .C 1.1748D-02 7.0651D-03 1.6629
16 FEMALE____ .C 1.0103D+00 1.3598D-01 7.4297
17 TRAVIM____.C 6.0135D-03 9.8371D-04 6.1130
18 INCOME___.C 1.3369D-05 5.3336D-06 2.5065
19 EDUCATION.C 2.0415D-02 2.7428D-02 0.7443
20 DIFFGRP_.C -1.5081D-01 1.2302D-01 -1.2259
21 OTHERINS_.C 5.2338D-01 1.3347D-01 3.9213
22 NONWHITE_.C  -5.4640D-01 2.0657D-01 -2.6451"
23 KIDs_____.C 2.9663D-01 1.3870D-01 2.1386
24 NAVY_____..C 1.6772D-01 1.5628D-01 1.0732
25 MAR_____..C 3.3839D-02 2.2134D-01 0.1529
26 AF________.C  -9.1328D-02 1.4678D-01 -0.6222

ITERATION 5, LOGLIK=-2319.24, CONVERGED
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Table A.14
POLYTOMOUS LOGIT FOR QUASI-ENROLLMENT FOR CHILDREN
SAMPLE SIZE 2668 1
SUM OF WEIGHTS . e . 2668
NUMBER OF PARAMETERS e 24
LOG LIKELIHOOD . .=2340.4360
VARIABLE COEFFICIENT ESTD STD DEV T
1M 1.2845D+00 3.1771D-01 4.0430
2C -1.9833D+00 4.5265D-01 -4.3816
3 AGE .M -4.0192D-02 9.2265D-03 -4.3562
4 TRAVIM____.M -2.0769D-02 2.1602D-03 -9.6142
S INCOME___.M 7.8381D-06 5.2412D-06 1.4955
. 6 EDUCATION.M -4.9176D-03 2.2248D-02 -0.2210
! 7 DIFFGRP__..M  -4.3888D-01 9.0597D-02 <4 .8443
, 8 OTHERINS_.M -6.5132D-03 1.2641D-01 -0.0515
: 9 NONWHITE_.M -2.3401D-01 1.0814D-01 -2.1639
; 10 NAVY __.M  -2.9604D-01 1.2216D-01 -2.4234
' 11 MAR______.M  -2.5196D-02 1.6075D-01 -0.1567
} 12 AF_ .M 1.3034D-01 1.0768D-01 1.2104
! 13 ADUTY._ __.M 3.8505D-01 1.0926D-01 . 3.5243
} 14 AGE .C  -3.3822D-02 1.3721D-02 =2.4651
; 15 TRAVIM__.C 7.8115D-03 1.3720D-03 5.6934
i 16 INCOME___.C 1.9959D-05 6.6615D-06 2.9962
17 EDUCATION.C 6.1886D-02 3.2254D-02 1.9187
18 DIFFGRP__.C  -6.4322D-02 1.3534D-01 -0.4753
19 OTHERINS_.C 2.4393D-01 1.6690D-01 1.4615
20 NONWHITE_.C  -5.2740D-01 1.7708D-01 -2.9783
21 NAVY. .C 4.3615D-01 1.7643D-01 2.4721
22 MAR____.C 1.8369D-01 2.4132D-01 0.7612
23 AF____.C 2.2716D-01 1.6456D-01 1.3804
24 ADUTY___.C  -1.2306D+00 1.8935D-01 =6.4991

ITERATION 6, LOGLIK=-2340.44, CONVERGED




Appendix B

MEDICAL USE PATTERNS IN THE MILITARY

We calculated the use of MTF and CHAMPUS-financed health care
services by military beneficiaries living in MTF catchment areas. We
then compared this utilization with that of HMO populations and com-
parable age/sex civilian populations.

In Table B.1 we present some HMO utilization statistics that were
taken from the 1881 HMO Census. These show that 67 percent of the
HMOs had annual per capita visit rates between three and five, 10 per-
cent had rates in excess of this amount, and 23 percent were lower.
Inpatient days per thousand members are reported for 181 HMOs: 656
percent had rates between 300 and 500 days per year; an additional 20
percent were between 500 and 600 days; 15 percent were over 600 days;
and 8 percent were under 300 days. Luft (1981) reviews the literature
on comparisons between HMOs and fee-for-service plans and concludes
that HMOs appear to attain their cost savings by controlling inpatient
utilization. Outpatient utilization rates were, if anything, higher than
those of fee-for-service plans.

In Tables B.2 and B.3 we present inpatient statistics for each of the
three military Services along with estimated civilian rates for a popula-
tion with the same age/sex composition as observed in the military
Service branch inpatient catchment areas. The civilian inpatient rates
for each age/sex group are drawn from National Center for Health
Statistics (1982). The direct care statistics were obtained from RAPS
for FY82. The CHAMPUS figures were obtained from the CHAMPUS
40 mile radius reports (Office of CHAMPUS, 1982a).

Two clear patterns emerge from these data. First, unless the catch-
ment area beneficiary population is severely understated, active duty
persons and their dependents currently use inpatient services within all
three military Service branches much more extensively than their civil-
ian counterparts. Since aggregate manpower numbers for the active
duty population are well known, higher use is the probable conclusion.
It is important to observe that the higher use pattern appears for both
active duty persons and in their dependents, which reinforces the sup-
position that physicians tend to adopt one style of practice for
patients. The second observation is that retirees, survivors, and
dependents appear to be obtaining or financing care outside ol
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military health care system, since their use rates are substantially
below those of a comparable civilian population. This is consistent
with findings from the 1978 HSUS and earlier Rand research for the
Air Force, which showed that many retirees had insurance other than
CHAMPUS.

It is somewhat more difficult to compare the HMO rates with the
military and civilian projections, since we cannot standardize the HMO
rates to the same population. We can obeerve that, even if the HMO
populations were as young as the active duty personnel and their
dependents (omitting all retirees and their dependents), civilian rates
appear to fall at the high end of the HMO spectrum. Military rates are
higher still.

Table B.4 presents outpatient visit statistics. The per capita visit
rates are calculated using the military Service inpatient catchment area
populations, that is, beneficiaries residing within 40 miles of an MTF.
We do this because CHAMPUS reports visit data using this definition.
The total ambulatory catchment area population is 1 percent larger (20
mile radii around each MTF or clinic) with slightly more active duty
persons and their dependents and fewer retirees and their dependents.

rate and active duty dependents at 1.32 times the civilian rate. We
include projected per capita visit rates using the PRISM-adjusted rates.
The patterns we observe here are consistent with the obeervations
on inpatient utilization. Active duty persons and their dependents use
medical services at higher rates than their civilian counterparts and
retirees and their dependents appear to be obtaining care outside the
system. Some caution is necessary when comparing these visit rates.
The military figures include visits for audiology, speech pathology, diet
therapy, and orthopedic appliances, whereas the PRISM civilian rates
seomingly do not. Our next observation is that either the Navy counts
very differently for active duty members or their rates are far

the rates. Our supposition is

that this is a counting or data problem, since active duty dependents

In Table B.5 we look at CHAMPUS work load as a proportion of
beneficiaries residing within 40
much larger proportion of the inpatient work load

by than is true for the oupatient
work load. This is consistent among the three military Services. Since
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Table B.5

CHAMPUS WORK LOAD AS A PERCENTAGE OF MILITARY-FINANCED
CARE:BEQHHHCUU“ES\WTPHHW40hﬂlEluunU8(M?MﬂTU

Retirees,
Dependents of Survivors, and
Type of Care Active Duty Dependents
; Army
Admissions 18 21
§ Hospital days 31 26
: Outpatient visits 3 7
!
i Navy
i
i Admissions 25 32
| Hospital days 48 45
] Outpatient visits 7 12
f Air Force
t Admissions 18 27
Hospital days 29 35
Outpatient visits 5 11

Certificates of Nonavailability are required for inpatient care and not
for outpatient care, this suggests that much of the CHAMPUS inpa-
tient work load may, in fact, be for services that are unavailable alto-
gether within the MTFs, constrained by existing facilities or staff, or
too complex to be treated at local facilities. To the extent that a
quasi-enrollment system currently exists, as is suggested in Sec. II, a
health enrollment system may not substantially reduce the amount of
care obtained in the civilian sector. It may, however, facilitate better
planning and as a consequence allow the MTFs to procure these ser-
vices in a more cost-effective manner.

Luft (19681) reports physician staffing levels (physicians per
thousand members) for 10 plans. These range from 0.73 to 1.062 or
1370 petients per physician down to 942 patients per physician. For
the civilian populstion as a whole, the number of people per physician
is 526.

'Table B.6 is reproduced from Applied Management Sciences (1976).
It dispiays populstion per provider retios by medical specialty. These
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are drawn from the health planning literature and are classified into
four groups: need-based ratios, professional-judgment-based ratios,
demand/productivity-based ratios, and HMO-based ratios. The first
group is based on morbidity or disease incidence and prevalence and is
intended to represent some ideal in which all disease conditions requir-
ing treatment are treated. The second group reflects health manpower
experts’ opinions or aggregate assessments on the manpower situation.
Demand/productivity ratios incorporate assumptions regarding the
demand for services and provider productivities and may integrate fac-
tors affecting these such as health insurance, population composition,
and use of support personnel. The last groups represent HMO staffing
patterns. It is particularly interesting to note that within this group,
ratios may differ by a factor of 10, revealing that there is apparently
little consensus even within this group. The HMO-based group tends
to have higher population per professional ratios than the other groups,
though in some cases the demand/productivity ratios are higher. Com-
parisons are difficult and subject to many pitfalls resulting from defini-
tional and area differences. We present these data to demonstrate that
the problem of identifying adequate ratios is difficult and fraught with
peril even outside the military health care system.

3
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Appendix C

USING PRISM TO TARGET ENROLLMENT
FOR A DEMONSTRATION

Data from the Air Force’s PRISM model can be used to establish
sensible, preliminary enrollment targets for an experiment. PRISM
combines civilian data on outpatient use rates by medical specialty for
different age/sex groups with the overall utilization propensities by
beneficiary category from the Air Force’s biometrics data. PRISM
models only outpatient care; provision for inpatient physician services
is handled through the outpatient productivity or capacity measures.
For example, surgeons and internists with subetantial inpatient respon-
sibilities are modeled with low outpatient capacities thus reflecting
time devoted to inpatient care. A shortcoming arises from this
approach if inpatient needs are not truly proportional to outpatient
visits, an untested assumption at best. Another limitation is that the
measures were based on current practice patterns, which refer signifi-
cant numbers of inpatients care to the community and CHAMPUS.
Not all types of providers are modeled directly in PRISM. Some speci-
alties are staffed at the ratio of one provider per 50,000 beneficiaries.
Ancillary services, radiology, pathology, and anesthesiology are handled
separately. Several assumptions regarding staffing plans within a med-
ical service are embodied within the model. For example, within the
mental health category, one social worker and one psychologist are
planned with each psychiatrist. In orthopedics, a podiatrist is planned
for every orthopedist and in ophthalmology, two optometrists are
planned for each ophthalmologist. Tables C.1 and C.2 display some of
the PRISM data that were used in our examples.

PRISM productivity figures are compared in Table C.3 to fee-for-
service and prepaid group practice measures reported by Held and
Reinhardt (1980) for selected specialties. In family practice, the
sssumed PRISM productivity figure exceeds that for prepaid group
practices. Productivity figures for prepaid group practices are below
those observed in the fee-for-service system. PRISM figures are com-
parable to the prepeid group practice figures. The PRISM figures are
assumed to include allowances for readiness training and personnel
transfers.

149
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: Table C.1
PRISM CIVILIAN VISIT RATES
Age
Specialty 0-4 5-14 15-17 18-24 25-44 45-64 65+
Males

Family practice 2.370 1.190 1.190 1.820 1.620 2.020 2.730
Pediatrics 3.550 1.770 1.770 -- -- -- --
Internal medicine . 100 .050 .050 .230 .416 .857 1.419
Surgery .200 .100 .100 .241 .283 .406 .501
Urology .040 .020 .020 .036 .077 .134 .248
Ophthalmology .200  .100 .100 .188 .150 .277  .508
Otolaryngology .240 .120 .120 .086 .107 .148 .182
Orthopedics .210 .110 .110 172 .176 .198 . 150
Obstetrics/

gynecology -- -- .- -- -- -- --
Dermatology .090 .050 .050 .211 .128 .139 .163
Mental health .070 .040 .040 .125 .253 .124 .026

7.070 3.550 3,550 3.109 3.210 4.303 5.927
Females

Family practice 2.070 1.040 1.040 1.970 1.612 2.770 2.890
Pediatrics 3.110 1.560 1.560 ~- -- -- -~
Internal medicine .090 .050 .050 .280 .558 1.176 1.508
Surgery .170 .090 .090 .298 .379 .557 .531
Urology .030 .020 .045 . 045 .103 .184 .262
Ophthalmology .170 .090 .233 .233 .201 .381 .538
Otolaryngology .210 .110 .110 . 106 144 206 .193
Orthopedics .190 .100 .100 .212 .235 .272 .159
Obstetrics/ '

gynecology - .- -= 1.700 2.268 .050 .020
Dermatology .080 .040 .040 .261 172 .190  .172
Mental health .060 .030 .030 .155 .339 170 .027

6.180 3.13 3.298 5.260 6.011 5.956 6.300

' R
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Table C.2
PRISM PROVIDER CAPACITIES, IN VISITS PER YEAR

Family practice:

Physicians . 5160

Physicians' assistants 5760
Pediatrics 4080-4800%
Internal medicine 2400-36002
Surgery 2700
Urology 3000
Ophthalmology 3300
Optometry 3600
Otolaryngology 4200
Orthopedics 3300
Podiatry 3300
Obstetrics/gynecology 2880
Midwives 3600
Nurse practitioners 4800
Dermatology 6480

8PRISM assumes that physicians in
these specialties see fewer patients
in Air Force hospitals operating more
than 100 beds.

METHODOLOGY

We next consider in greater detail how the PRISM data might be
used to establish enrollment targets. In effect, we run PRISM back-
ward to determine the population servable with a given provider staff.
Our method only approximates PRISM, since we have not incorporated
all of its detail. We use the age/sex/beneficiary structure from Office
of Health Information Systems (1983) as a prototype population and
ask how to set enrollment targets for this group using only military
physicians and other PRISM modeled providers. The examples
presented are illustrative and will overstate capebilities for the disag-
gregated system, since individual providers cannot be split among facil-
ities to accommodate work loads requiring fractions of a full-time
equivalent provider.

Endstrength numbers by specialty and provider type were obtained
from Washington Headquarters Services (1963). Physicians in training
and thoee in administretive or nonpatient care positions were omitted.
We further decreased the totals within each specialty by 15 percent to
allow for overseas staffing. Since PRISM productivity figures were
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assumed to incorporate allowances for readiness training and personnel
transfers, further reductions were not incorporated.

Several assumptions were necessary to complete the examples and
these should be noted. We were unable to identify the number of
nurse midwives, so we began with the assumption that 200 were avail-
able and allocated 15 percent overseas. All physicians’ assistants, after
removing the overseas allowance, are allocated to family practice. This
may overstate family practice capability if physicians’ assistants are
employed extensively in other clinics. Physicians in aviation and
undersea medicine were assumed to spend half of their time in nonpa-
tient care activities but were assumed to be as productive as family
practitioners when they were engaged in patient care. Nurse practi-
tioners were allocated half to obstetrics/gynecology and half to pediat-
rics. Finally civilian providers were not included because information
on their medical speciaities was unavailable.

PRISM makes several additional assumptions about staffing dif-
ferent specialties which are incorporated. One-third of the ophthalmo-
logy work load must be #-eated by ophthalmologists and the remaining
two-thirds may be handled by optometrists. Three-quarters of the
orthopedics work load requires orthopedists, one-quarter may be
assigned to podiatrists. Allergy and neurology are staffed at the rate of
one physician per 50,000 enrollees regardless of any assumptions about
subgroup utilization behavior. Different productivity rates are used for
MTFs with fewer than 100 beds for internal medicine and pediatrics.
We assume that one-half the work load is performed in small facilities,
which may overstate capability within these specialties.

Visit capacities for each specialty are calculated by applying the
PRISM provider capacity figures (from Table C.2) to the manpower

Table C.3
OFFICE VISITS PER WEEK, BY SPECIALTY

Family Internal General
System Practice Medicine Pediatrics Surgery Ob/gyn
Fee for service 113 72 111 61 96
Prepaid practice 96 68 81 52 69
PRISM 99 46-69 78-92 52 8o®

SOURCE: Held and Reinhardt (1980).

8Assumes weighted combination of 0.385 MD, 0.385 midwife, and
0.231 nurse practitioner.




L%

147

figures reached above. Next we convert these visit capacities in each
specialty to enrollee capacities. The latter is dependent upon the
demographic and beneficiary composition of the enrolling population.

Using this age/sex/beneficiary category structure, we calculate the
expected visits per enrollee for the entire population. The visit rates
by age/sex grouping come from Table C.1 for retirees and their depen-
dents and survivors. Active duty visit rates are 2.31 times these fig-
ures, whereas active duty dependents’ rates are 1.32 times as large.
These ratios understate observed differences by beneficiary category.
Let X; denote the population in beneficiary group R and age/sex
group j, and let Uj; represent the civilian visit rate for age/sex group j
and medical specialty i. Then the expected total visits to family prac-
tice, V, (where i=1), may be calculated by summing over the 16
age/sex groups as follows:

j=16 j=16 j=16

Vi =231 2 Ui X + 2 UyiXja + 2 Uy Xjs + Xjs + Xjs).

j=1 =i j=1
The expected total visits to each of the other specialties may be calcu-
lated in a similar fashion. The expected visits per enrollee to each
specialty are then obtained by dividing through by the total population.
These medical service visit rates are used to convert provider visit
capacities into enrollment targets. Dividing the visit capacity within
each specialty by the expected visit rate yields the desired enrollment
target. The inability to deliver complex services in some facilities and
the lack of necessary equipment or facilities could reduce desired target
levels.

EXAMPLES

The first column of Table C.4 displays the results of our calculations
for the estimated maximum number of enrollees that could be treated
by military physicians within each medical specialty. These figures
range from 2.3 to 8.6 million enrollees indicating that the current mix
of providers differs markedly from PRISM’s desired mix. Since provid-
ers in some specialties substitute for those in another, these capacity
figures need to be viewed with some discretion. In general, the surgical
specialties appear to be in shorter supply than the primary care and
obstetrical services. This observation is consistent with other Rand
findings on physician supply.

With such a wide range of enrollment capacities, a reasonable target
is more difficult to establish. We observe that the family practice
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enrollee capacity exceeds the size of the entire inpatient catchment
area population, so one strategy might be to enroll the entire popula-
tion and plan to purchase or contract for a significant amount of care
particularly in the surgical specialties. This strategy is used by HMOs,
which establish their primary care physicians as gatekeepers to speci-
alty care that may either be purchased or supplied. Column 2 of Table
C.4 presents the increase in capacity that would be needed to supple-
ment military providers if the entire inpatient catchment area popula-
tion was the targeted enrollment. The numbers of visits represented
by this work load appear in column 3. In both internal medicine and
surgery, over one million visits must be supplemented and 17 percent
of all visits would be supplemental visits.

If we reduce the enrollment target to five million enrollees, excess
capacity occurs in family practice. This could potentially be used to
substitute for deficiencies in other specialties. In addition, the pedia-
trics and obstetrics/gynecology work load can be treated within the
MTTFSs, excepting only the most complex cases. Supplemental visits fall
to 8 percent of the work load, while allergy and ENT are the only ser-
vices with less than half the “desired” capacity.

PRISM makes some very specific assumptions about the behaviors
of providers and beneficiary groups. We have already noted that
retirees and their dependents receive care in unknown quantities out-
side the military heaith care system and face a different copayment
structure. Suppose they respond like active duty dependents when
enrolled in the MTF and their utilization increases to 1.3 times the
civilian rate. This increase would be expected if copayments are
reduced to zero. The number of supplemental visits increases 43 per-
cent from six to nearly nine million under the high enrollment option
and 58 percent under the lower enroliment option. Table C.5 displays
service capacities and supplemental care under the behavioral assump-
tion that retirees and their dependents use care in the same manner as
active duty dependents within the same age/sex groupings. With the
high enrollment option, even the family practice capacity has been
exceeded and surgery, urology, ENT, and allergy services purchase
more care than they provide.

Table C.8 displays the same data assuming that active duty depen-
dents reduce their use to civilian levels. Active duty use remains at
2.31 times the civilian rate. In this case the supplemental visits fall
and family practice has excess capacity even with the high enrollment
option.

An important determinant of how to set enrollment targets is cost.
With cost data we could calculate whether it is less expensive to pur-
chase the estimated supplemental care or to enroll fewer beneficiaries
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in the MTFs and to enroll them in another plan. In theory we could
solve for the breakeven point at which the amount of care that must be
purchased for the last enrollee just equals the cost to enroll him in
another plan. These solutions will be sensitive to whatever behavioral
assumptions are made regarding use rates. PRISM’s emphasis on out-
patient utilization and the lack of data on inpatient needs and facility
constraints limit the usefulness of pursuing such an exercise at this

stage.

MATCHING RESOURCES TO ENROLLEES FOR
EACH SERVICE

uses strong assumptions, itewldnoverthohupmﬁoﬁﬂinphnning

The same approach can provide estimetes of the patient capebilities
ummummmwu (We continue
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the smaller level) the need to assign providers in whole-person incre-
ments may become an important constraint.

Aside from surveying each MTF individually, we have found no reli-
able data source allowing such an exercise to be conducted. No com-
monly published data show the provider staffing at each MTF. The
information on current provider staffing we requested for this study
differed significantly from the information supplied by the MTFs we
interviewed. This is an additional detail of data collection that would
enhance planning toward an HES.

Wodid.homer,nloctthmfaclhtm,small,modmm,md

care within its catchment area. Air Force and Navy flight surgeons
assigned to squadrons and Army Troop Medical Clinic providers are
onmxﬂuofpouonnelnotusumdtomM’l‘Fhutdthvommto

We recognize that this is another area that will have to be carefully
reviewed within the context of a demonstration.

We obtained actual staffing from a small facility and used the
age/sex/beneficiary structure for that facility as described in Office of
Health Information Systems (1983a). The catchment area population
is 12,700; active duty personnel account for approximately one-quarter
of the population, while their dependents contribute an additional 40
percent to the totals.

Calcndutiomforthoﬁrstprototypofnc:htymchmmTabbC?
Our first observation is that staffing within family practice is generous
relative to other specialties according to the PRISM type calculations.
This highlights a major limitation of our approach; we do not kmow
how to incorporate provider substitutability, nor do we have accurate
measures of the work load suited only to specislists. PRISM relies
upon civilian use rates among speciaities. In addition to metical needs,

. these civilian rates refloct the evatlability of different types of special-

ummummw«mmm

mm'mmm-wmuumm
would indicate. Tewolhneet eipucity appeard uiserstated, sines thae
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not devoted to deliveries could presumably be spent in outpatient care.
Column 2 of Table C.7 presents the numbers of supplemental visits
that would be needed, if the PRISM planned provider patterns are con-
sidered as absolute requirements and the enrollment target is set at
12,500. Under these conditions, family practice providers are underuti-
lized and one-third of all visits would be acquired outside the facility.

If, instead, we make some assumptions regarding substitution capa-
bilities of family practice providers, a different picture can be con-
structed. In column 3 we display supplemental visits needed if family
practice providers can treat up to half the PRISM-cstimated work load
in pediatrics, obstetrics/gynecology, internal medicine, ENT, and all
dermatology, neurology, and allergy. We further suppose that all eye
care can be treated by optometrists. In this case, supplemental care
drops to 11 percent and the number of types of specialists needed to
supplement MTF care is greatly reduced.

In Table C.8, the same calculations are presented for a somewhat
larger facility. Current staffing at this facility is more consistent with
PRISM staffing patterns. Since this is an Air Force facility, the better
agreement may not be coincidental. The larger catchment area, 44,300,
may permit more of the work to be treated within the MTF. Since the
current staffing did not differ as much from the PRISM staffing, the
ability to substitute one type of provider for another has far less
impact, reducing supplemental visits from 9 percent to 7 percent.

The catchment area for the third facility was markedly larger,
117,100, with one-third on active duty. Active duty persons and their
dependents account for 80 percent of the catchment area population.
Calculations for this group appear in Table C.9. In this case, an
enrollment target is harder to establish, as the agreement between
current staffing and the PRISM desired staffing is lower. In each of
the first two examples, reasonable enroliment targets approximated the
catchment areas. In this example, only a portion of the catchment
area can be enrolled. For a target of 80,000, the PRISM-based esti-
mates for supplemental visits are given in column 2. These constitute
14 percent of all visits but fall to 6 percent when substitutions among
providers are included.
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Appendix D

PROGRAM TO SIMULATE ILLUSTRATIVE COST
OF DOD HEALTH ENROLLMENT SYSTEM

20 REM THIS PROGRAM DERIVES TABLES FOR DOD HES STUDY

30 REM PROGRAMMED BY CHARLES E. PHELPS

40 MIX = .33: REM MIX= THE FRACTION OF INDIVIDUAL (V8 FAMILY) ENROLLEES
50 J2 = 2 : REM NUMBER OF RESOURCE PLAN CHOICES

60 L2 = 7: REM NUMBER OF POPULATION GROUPS

70 K2 = 3: REM NUMBER OF COPAY GROUPS

80 M2 = 5: REM NUMBER OF ENROLLMENT GROUPS, 1=LEAST IN MTF ETC.

90 N2=10: REM NUMBER OF ALTERNATIVE NET PREMIUM. NET PREMIUMS MAY BE < 0
100 12 = 7: REM NUMBER OF ALTERNATIVE MTF ENROLLMENTS

110 SIZE = 8.2E+08: BASEDOL = S5E+00: BASESIZE={E+06

120 DELTA(1)=50: DELTA(2)=350: REM INCREMENTS ALLOWED TO MTF FOR ENROLEES
130 AD = 1.578E+06

140 DIM MTF(12), NETPRM(N2,2),PCT(L3,M2),COST(L2,K2), NONPPL/(I2)

150 REM COSTY.,.) = HIS DERIVED COSTS FOR COPAY, AGE/SEX CELL

100 REM PCT\(.,.) = DOD PCTS. IN EACH AGE/ENROLLMENT CATEGORY CELL
170 REM NETPRM(.,.) IS NET COST, FOR INDIVIDUALS THEN FOR FAMILIES
180 GOSUB 1000

190 FOR I = 1 TO L2: FOR J = 1 TO M2: READ PCT(IJ): NEXT J,1

200 DATA 0804, .0281,.0322, .064, .1447

210 DATA 0291, .015, .0158, .0385, .0711

220 DATA .0008, .0222, .021, .0338, .0579

230 DATA .0138, .0074, .0108, .0107, .0198

240 DATA .0414, .0200, .0885, .035, .0668

250 DATA .0148, .0034, .0041, .0039, .0080

200 DATA .007, .0024, .04, .0028, .0056

270 REM ACROSS EACH ROW, C, CX, OTHER, MX, M

280 REM ROWS ARE KIDS, FEM18-40, FEM41-85,M18-40,M41-65 F66+,M66+

200 FOR 1 = 1 TO L2: FOR J = 1 TO K2: READ COST(IJ): NEXT J,I

800 DATA 386, 290, 282

810 DATA 1180, 704, 633

830 DATA 636, 426, 298

830 DATA 1548, 901, 968

340 DATA 1240, 1017, 1017

3850 DATA 0,0, 0

800 DATA 0,0,0

870 REM COSTS OF BUYING NON-MTF CARE TO DOD, BASED ON HIS RESULTS
380 REM ACROSS EACH ROW, Cu«(, C=.28, D=$250. DOD COST =0 FOR >68

0 TITLES(1)=" " ILLUSTRATIVE COSTS (§BILLIONS 1963)"
400 TITLES(2)=" FOR HEALTH ENROLLMENT SYSTEM"”
410 LABEL§(1)=" COPAY = 0 PLAN"
430 LABELY(2)=" COPAY = 28% PLAN"
430 LABEL§(3)=" $250 DEDUCTIBLE PLAN"
440 TITLR(4)=" ”
450 TITLRY(6)=" NET TARGET MTF ENROLLMENT"
480 TITLEN(6) ="PREMIUM (MILLIONS)”
47 TITLERK )= " 830 385 40 48
80 585 60
OTMTI="#uas RBER BERER RNEE KBRS BERNE
RRBRE BENBS
400 BUDGETY(1)~" LOW INCREMENTAL BUDGET"
164
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500 BUDGET$(2)=" FULL INCREMENTAL BUDGET"

510 LABEL$(4) = " BASE ENROLLMENT = *

530 PORJ =1TOJ2

530 FORK = 1 TO K2

540 LPRINT TITLES$(1): LPRINT TITLE%(2)

550 LPRINT LABEL$(K)

5680 LPRINT BUDGET$(J)

570 LPRINT LABELS(4); AD

580 LPRINT TITLE$(4)

800 LPRINT TITLES$(5): LPRINT TITLES$(6): LPRINT TITLES(4): LPRINT TITLE$(7):
LPRINT TITLES(4): LPRINT TITLE$(4)

600 FOR N = 1 TO N2

610 LPRINT: LPRINT

620 NETNET = NETPRM(N,1)

OFORI=-1TOI12

640 MTFCOST= BASEDOL + (MTF(I) - BASESIZR)*DELTA()

080 NETTOT = NETNET*(SIZE - AD)

000 GOSUB 1130: REM CALCULATES NON MTF COST

670 PRINT NONCOST, MTFCOST, NETTOT

080 TOTL() = NONCOST + MTFCOST - NETTOT

990 TOTL(I) ~ TOTL{I)/1E+00

700 NEXT I

710 LPRINT USING FMT$; NETPRM(N,1); TOTL(1); TOTL(2); TOTLA(3); TOTL(4);
TOTL(S); TOTL(8); TOTLAT)

720 NEXT N

780 LPRINT TITLES$(4)

740 LPRINT CHR$(12)

780 NEXT K, J

760 END

1000 REM COMPUTES DESIRED NET PREMIUMS

1010 BASE=-400

1030 YOR1=1TO N2

1030 NETPRM(L,1) = BASE + 100°1

1040 NETPRM(L2) ~ 24°NETPRI4(1,1)

1050 NEXT 1

1000 BASE1~2.58+08: D=500000!

100MORI=«1TOR

1080 MTP(I) = BASE) + D1

1000 NEXT 1

1100 RETURN

1110 REM SUBROUTINE TO COMPUTE NON-MTY COSTS

1190 NCOST = ¢

1130 REM COMPUTES COSTS OF NONMTT PLANS

1140 M=1

1150 NONCOST=0: NONPL0O

1100 PT=0

HNOMORL-1TO12

1180 PT = PT + PCT(LM)

1190 NBXT L

1000 NONPPL » NONPPL + PT*SIZE

1410 IF NONPPL < (S8IZE - MTI(I)) THEN FRACT = 1

ELSR FRACT = (SIZE - MTY(1) - NONPPL + PT*SIZR)/(PT*SIZE)

1230 PRINT FRACT

120JORL=1TOLs

1340 NONCOST « NONCOST + PCT(LM)*SIZE*COST(LK)*FRACT

1MONEXTL

1900 IF FRACT < 1| THEN RETURN BLSE M=M+1: GOTO 1100

1270 REM THIS 18 THE LAST LINE OF THE PROGRAM LISTING




Appendix E

INTERVIEW PROTOCOL

BACKGROUND INFORMATION

1.

10.

How many beds could you operate without major renovation?
How many beds are you operating now? Do you expect your
operating capacity to be changed in the near future?

How many physicians and nonphysician providers are you
authorized and how many do you have, by specialty? Which
of these physicians are civilians? Have these numbers
changed in the past two to three years?

How many support personnel are you authorized and do you
have. by tvpe? How many of these are civilians?

What is the total number of full-time-equivalent staff in the
hospital?
Doyoupmdeanymthatdnﬁor&omthonunuﬂy
found in a military hospital of this size?

How large is your eligible population: active duty, active duty
dependents, retirees, retired dependents? How many inpatient
and outpatient records do you maintain?

How many outpatient visits and inpatient admissions are you
handling now, by beneficiary group and Service? How does
this compare with your work load in FY82 and FY83?

How many Certificates of Nonavailability are you issuing,
compared with recent years (by Service, FY83 and FY84 to
date)? Do you deny many requests for such certificates?
IfymuworklocdorCert:ﬁcatuofNomvnhbihtyhvohm
changing, why?

What criteria do you use in deciding which patients are issued
nonavailability certificates and referred to CHAMPUS, which
patients are treated here, and which are transferred to another
military facility?

108
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IN-HOUSE RESOURCES: MANPOWER

g por

-

100
11.

12.

How are your manpower requirements determined?

Once servicewide authorizations have been approved, from
what level do you receive your authorizations?

When you have fewer available personnel than authorized, at
what level is the shortage allocated?

Does the number of personnel assigned to your hospital sys-
tematically differ from your authorizations? If yes, why?
What would your priorities be for adding personnel: by
category (physician, nurse, enlisted) and by specialty within
oach category? If poesible, estimate how many you would like
to add in each category to treat your current patient load?
Are you currently unable to fully utilize your physicians or
adequately perform some standard ancillary services because
you lack personnel? Spece?
Undorcumntproeod\nu,owldywdemonmwareqmn
ment for the added personnel or space? (If not, why not?)
long would it take to fill the positions?

How often do your physicians and support personnel rotate?
Is the tour of duty similar across individuals?

Can you give examples of how this rotation interrupts the
hoepital’s operations?

How much flexibility do you have in assigning personnel to
different areas of the. hospital? Can you give some examples
of reassignments you have made here?

Are there staffing rules for the operating rooms, intensive care

- unit, and other umits that limit this flexibility? Who issues

13.
14.

15.

16.

the rules?
Are there changss you would like to see in the manpower and

personnel system?

How many civilian personnel do you empioy to deliver direct
or indirect patient care (please specify the number of physi-
cians, RNs, LVNs, ancillary service personnel, stc.)? Are all
of these civil service employess?
:g;ﬂdywpnﬁwmeivnhuormmd\mm
How are you allocated civilian authorisations? What is the
process. for changing the number of suthorisations?

17. How are civil service employees hired, reviewed, fired, and

paid?

v ¥
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18. Do you have problems finding qualified civilians (physicians,

others)?

CONTRACT PHYSICIAN QUESTIONS

Obviously, there are reams of questions in this arena you will think
of yourselves—the following struck us as a basic starting point.

19.

21.

What are the services most commonly contracted out now?
(Whatever the answer from a given base—is it the
respondent’s perception that their situation is typical or atypi-
cal?) What fraction of total amount of that service does the
contracted provider(s) represent? For example, is a contract
physician providing one-third, one-half, or all this service? Is
100 percent of need for that service thus being met? If the
hospital has contract civilian personnel, how are personal ser-
vice contracts written and managed?

What is a “contracted” physician? Where does the physician
perform services (in MTF, in own office or hospital, or both)?
With whom is the contract written (e.g., with a group practice
or university or with an individual, or both)? If with a
group/university, who decides which phynieian(t) from that
group will provide the services to milituy? Same
physicians(s) all the time?

Whet kinds of contracts are written? (a) Length? (b)

Provisional/temporary as well as permanent? (c) How specific

as to what services and how many are to be delivered?

Who writes the contract? Who actually specifies what the
physician will be expected to do, what qualifications will be
required at the outset, what qualifications will be required to
be met during the contract period? For instance, is the pro-
vuhrexpmdto:howthathe/shehnmﬂmd“n”umuof
contmumgmdiedodu«ﬁonmd&u?

What are the financial ? Are they fee-for-service
(e.g., 80 much paid for each CAT scan done or each x-ray film
read), or salaried (e.g., 50 much peid per hour/day/year), or
capitation (e.g., s0o much peid per patient seen), or what?
What is the ceiling on reimbursement (about $50,000)?

How is provider/group identified? Are competitive bids
taken? Who makes decisions if more than one provider is
under considerstion (e.g., the MTF commander, the depart-
ment cheirman, or a division chief—i.e., head of some sub-
specialty service)?
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Does a potential contractee go through the same “credemtialing” pro-
cedure as a military physician (or civil service physician) who is apply-
ing for specific clinical privileges? Does he/she (or the group in ques-
tion) have to provide the same list of forms/information/recommenda-
tions as a military physician? Does the MTF Credentials Committee
pass on any potential contracting physician/group? Are requirements
even more strict (e.g., must hold a state license)?

26.

217.

QA problems: What are the mechanisms for reviewing a con-
tract physician’s work? If care provided onsite is MTF, is
care included in all the QA/RM activities carried on routinely
in the MTF including all the review mechanisms, etc,, and
annual review. Is anything else done, e.g., during any provi-
sional period? If contracted service is provided outside the
MTTF itself, how is quality of care monitored? (For example,
if radiology is done “downtown,” how does the MTF know
how well it is being done—does it get both interpretation and
film? Does someone at the MTF review all or a sample of
outside films?) If a contract provider gives “poor care,” what-
ever that may mean, what does the MTF or QA/RM coordina-
tor do about it now?

Contract termination problems: What leverage does the MTF
have to terminate a contract—how easily/quickly can it be
done? Can a potential contractee appeal soméwhere if he/she
is not given full privileges after a provisional/probationary
period, or is a decision at that time the end of it? What if a
contract physician passes the provisional period, is given full
privileges, and then delivers poor care? Are the sanctions
essentially “professional,” in the sense of being related simply
to reputation, or can a contract be broken?

Would people at the MTF have a sample (¢.g., blank) contract
that we could have? Or perhaps a copy of a real one?

IN-BHOUSE RESOURCES: FACILITIES

1.
2
s.

Where in the hospital are your facilities least/most constrain-
ine” Is the problem one of square footage or of design?

Are there any facility projects now in the preplanning or plan-
Can you briefly describe the process for plinning new con-
struction and comment on how well this process tesponds to
changing demands? What information on your facility
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1.

bl

1.
2.

utilizsation do you supply regularly, for consideration of new
projects?

Are you currently using space for purposes other than those
for which it was designed? How difficult was it to reconfigure
this space and how long did it take?

IN-HOUSE RESOURCES: OPERATION AND
{ MAINTENANCE

How large is your O&M budget for FY84? FY83? What does
this budget pay for? How does the FY84 budget compare with
your request? If smaller, what will you do without?

How is O&M budgeted?

How is the Congressional authorization allocated among com-
peting demands? Do you ever receive additional funds for
general or specific use during the fiscal year?

Is management of the O&M budget complicated by delays in
Congressional approval of the Appropriations Bill, or by other
considerations?

Who in the hospital manages O&M funds? How much flexi-
bility do they have to allocate these funds?

How are purchases from civilian suppliers made?

What kind of management information system do you have
for tracking O&M funds?

Are there changes in the current O&M system that you would
like to see?

IN-HOUSE RESOURCES: INVESTMENT EQUIPMENT

What is your budget for equipment, FY83 and FY84? What
was your budget request for this fiscal year?

For what pieces of equipment do you currently have the
greatest need? Are you curtailing any services because of a
lack of equipment?

How do you obtain equipment (say, for replacement) not
anticipated in your budget request?

How are equipment purchases proposed and Ly whom are they
approved? How long does it usually take to obtain needed
equipment?
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8. Are you ever able to initiate the request for new equipment
before the physician needing it arrivea? What changes would
make this possible?

6. Who actually purchases the equipment? Do you ever have
problems with purchasing?

PROCUREMENT TO AUGMENT IN-HOUSE RESOURCES

1. Are you now obtaining (providing) any services from a
Veterans Administration hospital?

2. If yes, what services and through what arrangements? If no,
are you currently looking at a sharing arrangement?

3. How frequently do you use the AirEvac system—active duty,
active duty dependents, retirees? Where are they sent and for
what kinds of services?

4. What are the advantages and disadvantages of transferring
patients through AirEBvac?

5. Doywmﬁr(withorwithwttumpott)mwmychor
military facilities? How many, for what services, from which
beneficiary group?

6. To what exstent do you rely on local civilian
providers/facilities rather than other U.S. government facili-
ties? Why?

7. Do you use more than one civilian hospital provider in each
specialty? How did you select these providers?

8. Do you pay for civilian services on an item-by-item basis, or
have you negotiated agreements on quantity, price, etc? If
ml;ym,mtlmeuyobuwh-wmiuame
ments

9. Using all sources, how easy is it for you to obtain servic.s
when needed?

OPERATIONAL SUPPORT/READINESS/MOBILIZATION

1. hwﬂwﬁemhwmmwwm&htuh
asked) to provide operational suppo

L. mmuuummmaumm»mmm
support— and to readiness training?

8. What is the schedule for these activitiss, and how nuch warn-
ing do you have for activitien that will disrupt petient care?
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4. Are there any other aspects of the base’s mission that alter
the services you are asked to provide or your ability to do so?

5. Would the active duty population on this base be redeployed
und?,rmobilintion? If not, who would provide their health
care’

6. Would local medical resources be adequate to receive your
inpatients and absorb your nonactive duty work load, recog-
nizing that reserve physicians would be called to active duty?

PROPOSED HEALTH ENROLLMENT PLAN

1. Do you think there is a “ghost population” of eligible benefi-
ciaries in your catchment area who would use the military
health care system for the first time under an HES?

2. Would you expect to have an excess or insufficient demand for
enrollment in your treatment facility? What priorities would
you use in enrolling nonactive duty persons?

8. If priority were given to active duty dependents, about how
many retirees could you also enroll to fully utilize your facili-
ties (assuming you could add personnel as needed)?

4. How would you expect your case mix to change under this sys-
tem" Couldyoukeepyourmrgoombmyxfyousawfewer

5. Ammngywhadnoruponnbnhtyforobtunmghealthm
for patients not enrolled in your facility, would you need addi-
tional administrative personnel to implement an HES? If yes,
how many and for what purposes?

6. Would you anticipate problems in finding physicians or other
medical staff to supplement your current staff? Can you
anticipate what additional staff you would prefer to add
(part-time or full-time)? For what services would you prefer
to hire civil service physicians rather than contract with
private physicians?

7. What services would you have to obtain from another farility?
Would these be available from another military facility, or a
Veterans Administration facility, or only from the civilian sec-
tor?

8. Howmldyouhmdhﬂuctmtwmmyourﬁmhty’oapnbm
ties because of rotation of military personnel, operational sup-
port requirements, etc.?

9. Does your administrative staff have the expertise to effectively
operate an HES?




10. What changes in the current resource ellocation system would
1L mmmamwmm.
12 Inthn}ms,mmichtnwnﬁuﬁqm“quirsp

2, mammmmmmummm? By
what method do you allocate your tesources to the various
cost centera? DoyouuaUCAorUSMdm?

Do you collect any additional information for your own (inter-
nal) use (e.g., patient access and satisfaction)?

QUALITY-ASSURANCE RELATED QUESTIONS
1. mmwmmmmmm

2. Is continuity of care considered a quality control issue? Is it a
mhmauym? hwhekofmﬁnw
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3.

What, in general, would occur if a particular provider gen-
erated QA problems? Extended surveillance? Curtailment of
privileges? Other? (If contract or civilian providers are used:
Would the response to a QA problem differ if the provider
were not on active duty?)

In the MTF, how many of the QA activities are aimed at a
function (e.g., accurate filling of pharmacy orders, timely
response to lab test orders, completeness of medical records),
how many at an entire specialty or service/ward (e.g., rate of
drug interactions in internal medicine, or rate of complications
from certain surgical procedures), and how many at care given
by specific providers? For example, are profiles of providers
developed (e.g., to see if their use of certain drugs or pro-
cedures exceeds some screening criterion, or if their admission
rates for short-stay hospitalizations or hospitalizations exceed-
ing some specified length of stay are too high)? If so, are
some providers monitored more carefully/thoroughly than oth-
ers?

Would current quality review mechanisms work well under the
proposed HES, especially if more use were made of external
providers for medical care, therapy, laboratory or diagnostic
studies, etc.?

What are their UR activitiee—described in terms of actual
activities/programs (e.g., review of length of stay, review of
medical necessity of admission)? What are reporting require-
ments? Would UR activities be changed under the proposed
HES?
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Appendix F

CHAMPUS HEALTH BENEFIT PLAN!

CHAMPUS EXCLUSIONS

General Conditions. In general CHAMPUS will not pay for the fol-
lowing services, supplies, and equipment:

e Those not medically necessary for the diagnosis or treatment of
an illness, injury, or bodily malfunction or not provided in
accordance with accepted professional standards.

e Those not reasonable or customary.

Thosee paid for directly by another program.

o Those that neither the beneficiary nor any other person or
organization has a legal obligation to pay for or provide.

Exclusions from Coverage. CHAMPUS will not pay for the following
services, supplies, or equipment, or similar services, supplies, or equip-
ment:

e Therapeutic absence from an inpatient facility that exceeds 72
hours.

e Acupuncture.

o Alterations to living spaces and permanent fixtures attached
thereto even where necessary to accommodate installation of
covered medical equipment or to facilitate access or regress.

e Camping, even though organized for a specific therapeutic pur-
po.n,e.g.,adiaboticcamporacampforemotionallydiahnbed

Ritual circumcision.

Christian Science service characterized as absent treatment.
Colonic irrigation.

Cosmetic surgery performed solely for psychiatric purposes.
Services of pastoral, family, child, and marital counselors
(covered pending final court determination of temporary injunc-
tion CA 75-0649, 6/9/78, U.8. District Court for the District of
Columbia).

'Departmaent of Defonss (1979).
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Custodial and domiciliary care.

Routine dental care and dental appliances.

Donor service costs and fee for artificial insemination.

Donor service costs and fee for organ transplant.

Non-legend drugs.

Electrolysis for cosmetic or esthetic purposes.

Routine eye examination, refractions.

Hearing aids and other auditory sensory enhancing devices.
Homemaker or attendant services furnished to assist in meeting
personal family and domestic needs, such as preparing meals,
assisting in bathing and dressing.

Routine immunizations and inoculations.

Intern and resident charges other than those included as house
staff and covered as a hospital service.

Megavitamin psychiatric therapy.

Orthomolecular psychiatric therapy.

Orthopedic or other special footwear, devices to support the
feet, or items that correct ordinary shoes, e.g., arch supports.
Perceptual and visual training.

Personal comfort items and amenities such as radio, television,
and telephohe service.

Routine physical examinations and associated tests.

Supplies or services for the treatment of obesity, if obesity is
the sole condition being treated.

Any item or services prohibited by law in the jurisdiction in
which provided.

Any item or services provided by immediate relatives of the
beneficiary.

Sex behavior modification.

Sex change surgery (gender alteration).

Services prescribed solely to induce a patient to stop smoking.
Routine well-baby care.

Autopsies.




BENEFIT

1m

Inpeatieat Hospital Services*

Semi-private allowance

Allowance toward private room

Inpatient hospits] services (facilities of
operating room, recovery room inten-
sive care unit, and other treatment
rooms; drugs and medicines use in the
hospital when listed in official formu-
laries

Maternity

Abortion

Nervous and mental

Sterilization (surgically induced)

75 percent of hospital charges.

If private room medically necessary for

each confinement? of spouses and chil-
dren of active duty members, pays hospi-
tal charges as outlined above.

For each confinementd of spouses and
children of active duty members, peays
hospital charges as outlined above.

Same as above.
Same as above.
Same as above.

Same as above.

S4Paid-in-full” benefits provided in member hospitals and overseas hospitals. If ser-
vices are rendered in nonmember hospitals (other than overseas), benefits are provided
at 80 percent of usual and customary charges for semi-private accommodations and 80

t of charges for other covered hospital services.

HAMPUS doss not restrict coverage to a specific number of days. Rather, cover-
age is continued s0 long as hospitalization is determined to be medically necessary anui
contributes to the active treatment of the patient. Coverage is terminated when care be-
comes custodial or domiciliary or can be provided in an outpatient eetting.
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BENEFIT
Inpationt Heapital Serviess* CHAMPUS Basic Medical Pregram
Dressings, ordinary splints, plaster casts, Same as sbove.
z-ray and leboretory examinations,
clectrocardiogrems and elsotromn-
cephelograms; basal metebeliam ex-
amsinetions; renal dialysis; rediation
thesapy, physical therspy, anesthetios
and cxygen and their administration;
intravenous injections and solutions.
Surgery Same as above.
inees Same as sbove.
Accidental injury Same as above.
Phonicien's services
(rendeved to & hospital inpetient)
In-hospital consultations (other than ra- Sems es sbove,
diologieal) ’
Sume as above.
Same e sbove.
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BENEFIT _
members, pays 80 percent of allowsble
charges after annual deductible reguize-
ment has beenn met. For retired members
and their spouses and children and sur-
viving spouses and children of deceased
active duty and decemsed retired
members, pays 76 pevcent of allowsble
charges after annual deductible. Annual
flscal year deductible is $50 for the first
cleimant or $100 for two or more
mombers filing claims.
Cast and suture removal Same as shove.
Diagnostic z-ray and lahopstony servisss Samse as sbove.
(including BKGe, ENGs, and hosal
metebolism tests) .
Accidwntal injury Same s above.
disloostions, burme, remel dislyvis, age limited 0 trestanent of oval disvese
electroshock therapy, oml sucgery end or infsction thet is significantly. compli:
removal of impected ) : cuting curvent medicsl or susgical condi-
"‘gl rui‘: . ,
Modisnl smevgoncios Same os chow. DR
LT W it
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removel of impacted testh) onting & cmyent medical or surgical con-
dlen.)
Outpationt home and office Sume es above.
(voutine) :
Outputiont peyshiotey Sume e dhove.










CHAMPUS Basic Modica! Program

Other Benefit
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